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By WHAT MEASURE? 

I refer to your article, Japan's Soft 
Underbelly [Sept. 2], in which you 
characterize Nagoya as Japan's “No. 3 
city." I wonder by what measure 
Nagoya is considered No. 3? 

Nagoya is the fourth-largest city 
by population and the fifth-largest 
city by tonnage of goods shipped 
(Japan Almanac 2003). Certainly, it is 
a major urban centre and a major 
force in the Japanese economy with 
some lovely people and wonderful 
scenery nearby. But No. 3 city? I imag- 
ine that you committed a common 
error: that of omitting Yokohama 
when deciding on your rankings. Pity 
poor Yokohama, Japan's No. 2 city in 
population and the country's largest 
port, once again overshadowed by its 
neighbour, Tokyo. 


CHARLES ALLARD JR. 
Tokyo 










Go FIGURE 
President Pervez Musharraf now 
proudly claims that a staggering 9696 
of Pakistanis dor't want him to doff his 
uniform. ['Mister' Musharraf?, Edito- 
rials, Sept. 30.] I for one am extremely 
curious to know which opinion poll, 
survey technique or intelligence 
sources Gen. Musharraf used to 
deduce this figure. Equally essential 
would be to know whether this hyper- 
bole is based on some fatally erroneous 
feedback or is it just a product of his 
own fantasies. 

In addition, one might ask whether 
Pakistan politics is moving forward 
or getting deeper in the morass. Every 

. new step is more shameful than the 
\previous one. What a record. What an 
abominable “achievement.” Does this 
not tell those of us from Pakistan any- 
thing about our rulers, our leaders and 
our military? 
HASSAN N. CHANDHAR 
Ghakhar Mandi, Pakistan 


FACING THE PAsT 

I write in reference to It Works Both 
ays [Letters, Sept. 9]. I fully agree 

with the two letter writers in that issue 

who argued that it is time relations 

between Japan and China moved on, 

and the past was put behind. Japan has 






more than once tendered apologies 
its deeds against the Chinese and Kore- 
ans during World War II. 

. But there is nevertheless a prob- 


‘lem. Unfortunately, Japan's words don't 


always match its action. Controversies 
surrounding school history textbooks 
in Japan continue to arouse anger in 
China and on the Korean Peninsula. 
The fact is that the Japanese need to 
learn to confront the past. The Ger- 
mans have faced up to their history, 
after all. | admire the Japanese for their 
work ethic and their thoroughness. 
Sadly, they lack the courage to face 
their history. 
YEO HENG YAP 
Tanjung Kling, Malacca 


PURELY ECONOMIC 

In Keep the Pressure on China [The sth 
Column, Aug. 26], Peter Brookes says 
the human-rights situation in China 
has not improved since 1989. "In fact, 
some suggest it has regressed." Does 
he seriously believe that? This state- 
ment is overly naive, outdated and 
obviously targeted to please a minor 
group of readers. 

He says that China spends $50 bil- 
lion-70 billion annually on defence, 
which puts it in third place after the 
United States and Russia. But in 
absolute monetary terms, this is lit- 
tle compared with what the U.S. 
spends. Brookes also neglected to 
mention that unlike the U.S., China 
has long land borders. 

Brookes also says that China is 
developing real military options for 
coercing Taiwan and has an eye towards 
subjugating Japan and dominating 
Southeast Asia. This opinion fails to 
take into account the fact that China 
would be the biggest loser in case of a 
military confrontation with Taiwan. If 
anything, China will probably *domi- 
nate" Southeast Asia (and the United 
States) through its cheap exports rather 
than by military means. 

JAMES FUNG 
Manila 





All letters must include the writer's name, address and 
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INi EARLY OCTOBER, Australians will head to the polls to de- 
cide whether to keep Prime Minister John Howard’s Liberal Party- 
onal Party coalition in government, or take a punt with Mark 
ants Labor. With the economy humming along nicely, the 
tition has turned into one over who can best maintain pros- 
and more prudently disburse state spending. So Mr. Latham 
red the elections a “referendum on Medicare,” the state 
re system. In turn, Mr. Howard counters that October 
> “a referendum on who can better manage the Australian 
omy.” Thus, while the recent bombing outside Canberra’s 
ibassy in Jakarta and Mr. Latham’s threat to pull out Aus- 
roops from Iraq highlight important security issues, 
tions will also be decided on broad domestic matters. 

e, though Mr. Howard also rightly says the polls are 
iho can "keep this country strong during a time of inter- 
| terrorism,” he's had to counter Labor criticism that he's 
ising to increase government spending to get elected. 
ttacks, hardly believable from a leftist party with redistri- 
onist tendencies, may be a result of Mr. Latham’s worries 
about his polling numbers. But it is worth asking if Mr. Howard 
wouldn't be putting the very healthy budget surplus his gov- 
ernment forecasts to better use by cutting taxes broadly. On Sep- 
tember 26, Mr. Howard announced A$6 billion ($4.3 billion) 
| new spending if the coalition is returned to power. 

-The prime minister is promising an additional A$393 mil- 
lion over four years for better after-hours access to doctors. And 








BRUNEI’S SULTAN Hassanal Bolkiah 
is also head of government, defence min- 
ister, finance minister and chief of the mil- 
itary. But now, he plans to let a little democ- 
y into his realm. After reconvening a 
liament that's been dormant since 1984, 
s are afoot to expand the Legislative 
ouncil from 21 members to 45, with 15 of 
se to be elected by Brunei's citizens. 


Australia is next in line in the region to go to the polls. V 


crown prince. So it might just be that 
the sultan, whose family has ruled for 
six centuries, is beginning to feel that 
his absolute monarchy is a little incon- 
gruous with the times. Indeed, the sultan 
is the only monarch who heads a gov- 
ernment in Asean and the Asia-Pacific 
Economic Cooperation forum, which 
Brunei chaired in 2000. 








ecurity has become an issue, the race will be decided on a range of domestic c concerns 


among Mr. Howard’s other plans is an additional ASI billion ; 
over four years to schools—A$700 million to needy state-sec- _ 
tor institutions and the rest to poorer non-government schools. | 
The money is to be spent on improving facilities. 3 s 

It would be easier to believe Mr. Latham’s claims to finan- E 
cial probity if he hadn't, just a day after Mr. Howard’s | 
announcement, come up with a A$1.6 billion plan for more- 
affordable child care. 1 

The fact is, Mr. Howard and Mr. Latham both know that - 
control of the 150-seat parliament hinges on the outcome in a sig- 
nificant number of marginal seats. As Gerard Henderson of 
The Sydney Institute writes in this week's sth Column (see page ` 
22), voters there are "focused on whether Howard or Latham, as — 
prime minister, would be more likely to preside over rising living 
standards for themselves and their families." For them, nuts-and- 
bolts issues count—so long as politicians also promise that poli- 
cies won't harm the current low-interest-rate environment. 

The world is watching what will become of Australia's for- 
eign policy after the elections. There is a real concern that if 
Mr. Latham becomes prime minister, he will follow Spain's 
path and pull out of Iraq the military personnel that Aus- 
tralia currently has in the country. The elections won't be 
decided just on foreign policy, however. They hinge also on 
matters on which Mr. Howard and Mr. Latham are not that far 
apart. For this reason, E aus are finding the polls just too 
close to call. Got a coin? & 





ru nei 'S B aby S teps The sultan begins an experiment in democracy 





Sultan Hassanal, who succeeded his father ^ : 
in 1967, may have hit on a way to manage | 
nascent democracy in Brunei. — 
In the future Legislative Council, most — 
members still will be appointed. And 
according to a news report, candidates for 
election will be scrutinized by a commit- 
tee appointed by the sultan. He will also 
have the power to veto laws. But ifthe Leg- 





o even in this corner of Borneo, liberal- 
m is making its mark? Maybe. 

-. There is no popular pressure for 
democracy among the 365,000 popula- 
on of the tiny, oil-rich nation—and the 
experiment in democracy reflects this. 
Sultan Hassanal is well liked—evidence 
~ of which was on display in early Septem- 
. ber during the wedding of his son, the 
















Brunei's last elections were in 1962, 
when the country was still a British pro- 
tectorate—it emerged from that relation- 
ship in 1984. Those elections were won by 
the Brunei People's Party, which opposed 
royal rule—the party was promptly dis- 
banded. Calls for greater democracy then 
led to an armed revolt that was crushed by 
British troops. Forty-two years later, 





islative Council were to oppose any ofthe - 
sultans own proposals, he can neverthe- 
less go ahead with them. 

This week, the council met in tempo- 
rary digs in the country’s convention cen- 
tre. With luck, the baby steps in democracy | 
now being taken will lead one day to insti- ` 
tutions that match the grand new homes 
planned for Brunei's parliament. : 
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Thai Party Faces 
Leadership Crisis 


Thailand's opposition Democrat Party is facing a potential 
leadership crisis just months before an expected general 
election after the defection of several key party executives to 
the splinter Mahachon Party. To fill the post of treasurer left 
vacant by Pongthep Dejaphaiboon, the party should soon hold 
an extraordinary general meeting, and some members believe 
that the occasion could be used to launch a vote of no 
confidence in Democrat leader Banyat Bantadtan. "A lot of 
Bangkok constituencies and party branches would like to 
see a change of leadership," says one senior party member. 
Banyat was elected party leader in 2003 after receiving backing 
from power broker Sanan Kachornprasart, who split to form 
the Mahachon Party in July. Another senior party member 
worries that Banyat may be reluctant to face a test of his 
leadership and will put off holding the meeting, putting the 
party at risk of violating the laws governing political parties. 
“Without a new treasurer, the party could be dissolved and we 
might all be disqualified from running in the election," says 
the member. Deputy party leader Abhisit Vejajjiva says the 
party has asked the Election Commission for a written ruling 
on whether the meeting needs to be held. 


TAIWAN Po Lt DATE UPSETS OPPOSITION 
With Taiwanese elections, even the date can be controver- 
sial. Taiwans Central Election Commission announced in May 
a preliminary decision to hold legislative elections on Decem- 
ber 11. In the past, voting has been on the first Saturday of 
December, but commission officials said they wanted to 
shorten the period between the election and the new legis- 
lature’s start in February. Opposition lawmakers fumed that 
the date was a ploy by the governing Democratic Progres- 
sive Party (DPP) because December ro will mark the 25th 
anniversary of the Kaohsiung Incident, when the then Kuom- 
intang government cracked down violently on protests. Many 
of the dissidents arrested at the time became founders of 
the DPP, which plans a major rally to commemorate the inci- 
dent. On September 27, the election commission neverthe- 
less formally fixed the December 11 date. Now, some in the 
opposition say, the best option is to retroactively embrace 
the democratic movement of 1979 to neutralize the date's 
significance. But that carries its own problems because James 
Soong, head of the Kuomintang-allied People First Party, was 
involved in the 1979 crackdown. “We should endorse it as a 
positive democratic movement," says Kuomintang legislator 
Chen Shei-saint. "But Soong might have to apologize." 


U.S. SENATE MEETING Misses TESTIMONY 

The United States Treasury Department appears to have 
refused to allow the top American representative at the Asian 
Development Bank (ADB) to testify before a Senate committee 


Ali Jasim / Reuters 





about what the ADB is doing to combat corruption in its 
poverty-alleviation programmes. Paul Speltz, the U.S. 
executive director of the ADB, wrote to Senate Foreign 
Relations Committee chairman Richard Lugar on September 
21 saying he could not attend the September 28 hearing. A 
Treasury Department spokesman confirmed that Speltz was 
absent from the meeting. He would not comment on the 
reasons for Speltz's absence, but congressional aides say they 
have been told by Treasury officials that they believe Lugar's 
committee is too aggressive in pursuing the corruption issue. 
A spokesman for the committee asserts that "the Treasury 
Department blocked the appearance" of Speltz. Lugar's 
committee, which has U.S. congressional oversight for 
multilateral development banks and plays a role in approving 
U.S. funding for the banks, had invited Speltz so members 
could “hear what progress is being made to combat corruption 
in the ADB," the committee spokesman says. At a hearing on 
May 13, Lugar cited academics who estimated that as much as 
$100 billion in loans for the poor from multilateral develop- 
ment banks had been lost through graft and corruption. 


MANILA Pays FOR IRAQ TROOP PULLOUT 

President Gloria Macapagal-Arroyo's decision earlier this year 
to withdraw all Philippine troops from Iraq when kidnappers 
threatened to execute a Filipino truck driver has prompted 
at least one American retaliatory move. U.S. officials say they 
have redirected $10 million intended for training Philippine 
peacekeepers to other countries, including Thailand and 
Mongolia. The officials say other U.S. military training 
exercises and cooperation in the fight against terrorism 
will continue with the Philippines, though privately they 
make it clear that the July 12 withdrawal of the 51 troops 
has damaged Manila's relations with the U.S. Washington's 
continuing irritation may also have played a role in Arroyo's 
decision not to attend the annual meeting in September 
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GOING HOME: Philippine troops on the road out of Iraq 


of the United Nations General Assembly in New York. 
Philippine officials say Arroyo cancelled her tentatively 
planned trip, which included a stopover in Washington, 
because of pressing matters back home. American officials, 
however, say they did little to give her the impression that 
she would be welcomed for even an informal meeting 
with President George W. Bush in the middle of the U.S. 
presidential campaign. 





Business As USUAL IN RANGOON 
Some diplomats and observers in Burma are challenging 
media speculation about a power struggle in Rangoon fol- 
lowing a recent reshuffle in Burma's military government. 
The junta announced on September 18 that five cabinet mem- 
bers, including Foreign Minister Win Aung and his deputy, 
Khin Maung Win, had been given “permission to retire.” They 
were replaced by Maj.-Gen. Nyan Win, a deputy head of 
armed-forces training, and infantry commander Col. Maung 
Myint. Several regional and international media organizations 
characterized the two men as “hardliners” loyal to junta chief 
Gen. Than Shwe, while portraying the departing officials as NO MYSTERY: 

» closer to pragmatic Prime Minister Khin Nyunt. They warned Former Burmese 
of a power struggle and a hardening of attitude toward the Peg Minister 

i ; . in Aung long 

West. But diplomats in Rangoon and Burmese observers dis- ^ wanted to resign 
miss such speculation and say that, for once, the phrase “per- 
mitted to retire” was not a euphemism for being sacked. They 
say that Win Aung had been seeking to retire for three years, 
while Khin Maung Win also wanted out after heart surgery 
last year and the recent death of his wife from cancer. “There 
may be some disagreements among the generals, but the 
bonds that unite them are much stronger,” says an Asian 
envoy, while dismissing the reports about a power struggle. 

















CHARITY BALL wAs BOMBING TARGET The 

’ Western security experts looking into the September 9 car 
bombing outside the Australian embassy in Jakarta are now 
convinced the original target was Australia’s annual charity feer.com 
ball at the JW Marriott Hotel. The ball was due to be held at 2 
the hotel on September 4, but was moved to the Australian a rchive - 
embassy's tennis court after the United States embassy | 
warned of a threat to identifiably Western hotels. Although 10! i 
security at the Marriott has been reconfigured since a deadly Asia S essential 
bomb blast there in August last year, members of the Jemaah . 
Islamiah (JI) terrorist network may have been planning to busi ness 


detonate an explosive device in the street outside as guests 
arrived at the hotel. Because J] bomb-makers do not normally rese a rch tool 
use safety switches, the security experts believe, the terrorists 
had to swiftly pick another target when the ball's venue was 
changed, rather than leave the 200-kilogram bomb in a safe 
house for any length of time. The device was believed to com- 
§ prise mostly potassium chlorate, held in plastic containers in 
the back of a small delivery truck, with a bundle of high explo- 
sive encased in bee's wax or glue to set it off. Unlike the | 
Marriott bomb last year, however, it did not have a fuel com- 


ponent to create an additional incendiary effect. | Asia's Business Weekly 
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THIS WEEK 


Indonesia Detains U.S. Mining Firms Employees 


Police detained six employees of United States- 
based Newmont Mining after questioning them 
about allegations of pollution in Indonesia. One 
was released, but five senior managers were kept 
in detention that could last 20 days under 
Indonesian criminal law. Newmont, the world’s 
biggest gold producer, said their environmental 
practices were sound. The detentions come after 
a long dispute between the company and 
villagers at Buyat Bay Beach in the province of 
Sulawesi, who say illegal dumping of arsenic and 
mercury has made villagers ill and damaged 
their fishing industry. In August, a legal-aid 





POLLUTION? A mother and sick child 
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Members of Megawati Sukarnop- 
utri's Indonesian Democratic 
Party for Struggle said a power- 
ful four-party coalition backing 
the incumbent should be broken 
up now that she will most likely 
lose the country's first direct 
presidential election. Although 
official results had not yet been 
declared, Susilo Bambang 
Yudhoyono was already planning 
his cabinet after what looks like 
a landslide victory. The break-up 
of Megawati's coalition could 
help Yudhoyono push through 
reforms. The group accounts for 
307 out of 550 parliamentary 
seats, compared to 107 for an 
alliance led by Yudhoyono's 





. group filed a suit on 
behalf of three vil- 
lagers alleging that 
they had been made 
sick by the mine's 
waste. Newmont said 
they have finished 
processing mined 
ore and will leave the 
site next year. 
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Democrat Party. In what could 
have been her last speech to 
parliament on September 23, 
Megawati asked for forgiveness 
for her government's failures. 





PARTING SHOT: Megawati talks to parliament 


KOREAN PENINSULA 


In one of its most explicit 
descriptions of its nuclear 
capabilities, North Korea 
said it had made nuclear 
weapons from 8,000 
spent reactor-fuel rods. 
Speaking at the United 
Nations General Assem- 
bly, North Korean officials 
blamed the United States' 
"hostile policy" for its 
nuclear build-up. Mean- 
while, South Korea 
admitted dangerous 
chemicals had been sent 
from Seoul to North 
Korea in 2003. The 
Ministry of Commerce 
said a businessman 
shipped more than 100 
tonnes of sodium 
cyanide, a key ingredient 
in nerve gas, to North 
Korea via China. 


JAPAN 


Opinion polls show Prime 
Minister Junichiro 
Koizumi's cabinet reshuf- 
fle on September 27 
brought only a small gain 
in public support. A 
survey by a national daily 
said 42% were in favour 
of the new cabinet, 
compared with 4196 in July 
for the previous cabinet. 
Ministers said privatiza- 
tion of the country's vast 
postal service is the main 
goal of Koizumi's struc- 
tural reforms (see article 
on page 12). 


INDIA'S TAJ MAHAL 
celebrated its 350th 
anniversary with the 
release of pigeons 
and balloons in the 
northern city of Agra. 





Officials plan a series o 
anniversary events over 


the next six months 
near the marble 


mausoleum. The palace 


was built by Mughal 


Emperor Shah Jahan as 
a tomb for his favourite 


wife, Mumtaz Mahal, 


who died in childbirth. 


Toyota and Honda said 
they increased domestic 
car production by 12% 
and 13% respectively in 
August as demands for 
new models lifted output 
volumes. Production at 
struggling Mitsubishi 
Motors, however, 
dropped 46%. Both 
Nissan and Mazda 
dropped slightly in the 
domestic market, but saw 
continued overseas 
growth along with Toyota 
and Honda. 


UNITED NATIONS 


Asian countries at the 
UN General Assembly 
called for world leaders to 
refocus their battle plan 
in the war on terrorism. 
Indonesia, the Philip- 
pines, Malaysia and 
Pakistan called for 
nations to fight terrorism 
by combating anti-Islamic 
bigotry, poverty and 
social injustice. Indone- 


1 


sia, as the world’s most 
populous Muslim nation, 
also emphasized its 
desire to have a perma- 
nent seat in an expanded 
UN Security Council. 


ECONOMIC FORECAST 


The Asian Development 
Bank said the region is 
headed for robust eco- 
nomic growth at 7% in 
2004, followed by a slight 
slowdown in 2005. The 
bank said this year’s 
growth will equal that of 
2000, which was the 
strongest since the Asian 
financial crisis. But high 
oil prices and more 
moderate growth in China 
may slow overall growth 

* to 6.2% in 2005. 


PHILIPPINES 


In a statement in the 
Philippine Star newspa- 
per, President Gloria 
Macapagal-Arroyo 
warned that the country 
risks a "painful economic 
death" within two years if 
taxes aren't raised to 
avert debt default. 
Popular opposition is 
blocking Arroyo's bid to 
balance the $1.98 billion 
deficit, which is the third 
highest in Asia. 
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Tiger rebels outside the 
Norwegian embassy in 
Colombo. The Eelam 
People's Democratic 
Party accuse the coun- 
try's peace broker, 
Norway, of encouraging a 
climate of violence by 
taking a soft stance 
against the rebels. Peace 
talks have been stalled 
since April 2003. 


PAKISTAN 


Security forces said they 
killed a top member of 
the Al Qaeda terrorism 
network in the province 
of Sindh in an intensified 
campaign against Islamic 





KILLED: Militant Farooqi 


militants. Amjad Farooqi 
was wanted in connec- 
tion with assassination 
attempts on Pakistan's 
president and the 
murder of American 


ikea reporter Daniel Pearl. 


Protesters placed the 
coffin of a Tamil politician 
killed by suspected Tamil 
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SYMBOLIC PROTEST: A coffin at Norway's embassy 


Farooqi, also known as 
Amjad Hussain, had a 
$330,000 price on his 
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head. The army said it 
has killed 150 militants 
since March. 


AUSTRALIA 


The conservative govern- 
ment pledged to spend 
an extra $27 million on 
immigration and border- 
protection measures. 
Officials said the money 
would go toward equip- 
ping customs with the 
latest technology for 
stopping terrorist attacks. 
The announcement 


followed the launch of the 


ruling Liberal-National 
coalition’s campaign for 
the October 9 elections, 
and came a few weeks 
after the September 9 
bombing of the Australian 
embassy in Jakarta. 





Thailand's biggest oi! 
refiner, Thai Oil, and its 
creditors plan to raise as 
much as $700 million in 
the country's second- 
largest initial public 
offering on October 7. 
The company, which is 
the refining arm of state 
oil giant PTT, will offer 
about 698 million shares 
to the public and 202 
million to Thai Oil share- 
holders. The proceeds 
will be used for expan- 
sion and increasing 
refining capacity. 


The Prime Minister 
ordered special protec- 
tion, including bullet- 
proof vests, for judges in 
the south after a judge 
was killed by suspected 
Islamic separatists on 
September 17. The judge 
was the highest-ranking 
official killed since the 
latest round of violence, 
which has caused 310 
deaths, began in January. 


THAILAND 


SPOTLIGHT 





THE LION ROARS: Welcoming a new owner ; 


SONY'S NEW MOVIE MOVE 
For Sony Corp., the process that culminated on 
September 23 in a $4.94 billion cash-and-debt 
deal to buy Metro-Goldwyn-Mayer-Hollywood's 
last big independent film studio—is only the begin- 
ning. Now comes the tough part: figuring out how 
best to use what it's bought. 

The theme is an old one for Japan's best- 
known electronics company. Sony bought its first 
big media company, CBS Records, in 1988, fol- 
lowed by the purchase of Columbia Pictures the 
next year. Ever since, it has been struggling to 
build synergy between its trademark gadgets and 
the content that plays on them—with mixed 
results. Sony has managed to get its entertain- 
ment businesses solidly profitable after years 
of weak earnings and losses. But it's still not clear 
how owning films, for instance, helps Sony bet- 
ter sell or build TVs and video-decks. 

The MGM deal, which is expected to close 
in mid-2005, will double the film library Sony 
has access to without straining its purse too 
much. That's because Sony is putting up only 
$300 million of the $2.94 billion in cash being paid 
to shareholders for MGM. The rest will be invested 
by partner companies including Providence Equity 
Partners and United States cable giant Comcast. 

Sony has a number of products in the works 
for which easy access to film content may be key. 
One is the Blu-ray optical-disk—a next-generation 
DVD with bigger storage capacity for higher-qual- 
ity video. Another is the Universal Media Disk— 
a small optical disk that will be used in a portable 
videogame and movie player. 

Phred Dvorak 


Wideman 
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JAPAN 


A Premium on 
Postal Reform 


After helping to restore the economy to health, Prime Minister 
Koizumi is ready to start worhing on his legacy. Privatizing the post 


office will be a tough task and he's picked a tough man for the job 


AFTER TAKING OFFICE as prime minister 
during some of post-war Japan's darkest 
days, Junichiro Koizumi has pulled off a 
great survival act. He took over a shrinking 
economy bogged down by a banking crisis, 
and his pledges to reform it were greeted 
with scepticism. Then, over three-and-a- 
half years, he passed tough reforms in the 
face of opposition from many in his ruling 
Liberal Democratic Party: He cut public 
spending, tightened rules for banks and 
introduced a new pension scheme that 
raises contributions and cuts benefits. 

He also had plenty of luck, as Japanese 
exporters of chemicals, machine tools and 
construction equipment leapt on the oppor- 
tunities presented by China’s growth. The 
result is that Japan’s economy is growing 
and its long banking crisis has faded. 

So Koizumi has decided to move out 
of emergency mode and start working 
in earnest on his legacy. In a cabinet 
reshuffle on September 27, he moved 
Heizo Takenaka from banks to postal pri- 
vatization. That matters because Take- 
naka, 53, is the prime minister's trou- 
bleshooter for big economic jobs. 

As banking minister, Takenaka 
ordered Japan's troubled banks to improve 
their profitability and halve their nonper- 
forming loans over three years. Take- 
naka’s reforms triggered a shake-up of the 
weaker banks—Resona Holdings was 
effectively nationalized in 2003, and UF] 


By Sebastian Moffett/Tokvo 


Holdings is now the subject of a hostile 
take-over battle. And major banks are on 
track in reducing their bad loans. 

Now Koizumi wants Takenaka to 
apply his tough approach to postal pri- 
vatization. This might not be a big deal 
if Japan Post’s only role was to provide a 
mail-delivery service, but its ambit is 
much wider. Japan has 25,000 post 
offices, and their postmasters are often 
de facto village headmen. The post office 
was founded in 1871, before commercial 
banks expanded their networks, and 
branches acted as banks and insurance 
companies. In so doing, the Japanese post 
office grew into the world’s biggest finan- 
cial institution. Japan Post manages ¥350 





workers constitute a quarter of the 
nation’s civil servants, and are well paid 
by international standards, with an aver- 
age annual salary of ¥6.4 million. 
Koizumi first began thinking about 
reform of the post office in the early 
1980s. By the time he became postal min- 
ister in 1992, he was a noisy advocate of 
privatization. His first policy speech as 
prime minister in 2001 included his 
intention to carry out the project. 


ONCE, IT WOULD HAVE BEEN FAIR TO EXPECT 
LITTLE FROM A JAPANESE BID FOR BIG CHANGE. 
UNDER KOIZUMI, REFORM HAS A CHANCE 


trillion ($3.2 trillion) of savings deposits 
and insurance policies—about a quarter 
of Japan's total household assets. 

The problem is that Japan Post does 
work that Koizumi feels would be better 
handled by the private sector. Large por- 
tions of the savings and insurance 
deposits are funnelled into often-wasteful 
semi-public projects, such as little-used 
rural highways. Japan Post's 280,000 


His plans gathered momentum in 
early September this year, when the cab- 
inet approved a plan to turn Japan Post's 
four areas of service—mail delivery, man- 
agement of post offices, savings deposits 
and life insurance—into separate busi- 
nesses under a single holding company. 
Employees would lose their status as civil 
servants, and the financial branches 
would operate in the private sector, look- 


ing for the best returns on investment 
rather than subsidizing public works. The 
result—scheduled to get under way in 
2007 and be completed 10 years later— 
would be a big slice taken out of the Japan- 
ese government. 

But it's still not a done deal, and 
there's plenty of room for dilution before 
formal legislation passes in early 2005. 
Postal workers opposed to the overhaul 
have big influence in the Liberal Demo- 
cratic Party, and in early September a sub- 
stantial group of 250 LDP parliamentar- 
ians adopted a resolution calling for a halt 
to privatization plans. Even if they don't 
manage to stop the process, they could 
still distort it to the extent that the priva- 
tization would produce few of the in- 
tended benefits. 

For example, the delivery unit will still 
have to provide universal service, so it will 
need subsidies or regulatory protection. 
But, while benefiting from special treat- 
ment, it will also likely be able to branch 
out and compete with parcel-delivery 
firms. Indeed, government officials want 
it to expand to become East Asia’s top 
postal service. 


THE LONG MARCH TO 
REFORM: Koizumi and his 
new cabinet 


They often mention Deutsche Post as 
a model: after its partial privatization in 
2000 the German post office increased 
its stake in parcel-delivery firm DHI 
Worldwide Express to 100%. Fearing 
encroachment by such a subsidized giant, 
Yamato Transport Co., the largest home- 
to-home parce I-delivery operator in Japan, 
took out full-page newspaper advertise- 
ments in August to protest In à sepa 
rate case, Yamato plans to sue Japan Post 
fol violating anti-monopoly laws. 

Foreigners are more concerned about 
financial services. Even though Japan 
Post's savings operation cant make loans 
and the insurance operation is limited 
to offering a small number of life-insur- 
ance products, it already has incumbent 
customers. If, as is expected by analysts 
and some government officials, it is 
allowed to offer a wider range of serv- 


ices after privatization, it will have a head 





start in competition with commercia 
banks and life insurers. Concerned about 
this, 
merce in Japan recently issued 


the American Chamber of Com- 
a paper 
demanding that Japan "ensure that the 
postal-privatization process begun by 


PRIVATIZATION PATH 


1980 Koizumi, then a parliamentary 
vice-minister, first argues that the post 
office’s core businesses should not 

be run by bureaucrats. 


1992 Koizumi becomes postal ministe 
and speaks out in favour of privatization, 
angering ministry officials. 


1997 An administrative-reform council 
under then-Prime Minister Ryutaro 
Hashimoto proposes the establishment of 
a state-run public corporation to take ovel 
services run by the post office 


2001 In his first policy speech as prime 
minister, Koizumi says he will consider 
privatizing the post office. A deliberation 
council is set up. The Finance Ministry's 
control over postal savings and insurance 
funds is ended. 


2003 A new, state-run postal corporation 
is established to run postal services 
instead of the postal ministry. 


2004 A basic pian to privatize the post 
office is drawn up. Heizo Takenaka is 
appointed as the minister responsible for 
postal privatization 


2007 The 10-year privatization process is 
scheduled to start. 
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AVIAN INFLUENZA 


New Flu Fears 





A report of probable human-to-human transmission 


in Thailand follows a warning of ‘a crisis’ 
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NOT SOLELY TO BLAME: A fighting cock at a Bangkok market 


AN OUTBREAK OF avian influenza—the fowl-borne dis- 
ease that has killed 30 people this year, ravaged Asian poul- 
try industries and weighed against investor confidence— 
seems likely to get worse before it gets better. 

Bird flu's resurgence in Thailand, in particular, has stoked 
new public-health concerns of possible human-to-human 
transmission of the disease, fanning worst-case-scenario fears 
that the deadly H5Nt variant of the virus may be mutating into 
a form that could spark a human-influenza pandemic. 

Those worries heightened on September 28 when Thai- 
land announced test results showing a “probable” case of 
human-to-human transmission of the disease, which so far 
has been passed to humans only from birds—mainly domes- 
ticated chickens and ducks. Thai officials were still conduct- 
ing tests when the REVIEW went to press. 

The World Health Organization has expressed its concern 
that if the H5N1 virus genetically combines with a human- 
influenza virus, it could give rise to an influenza pandemic. 
The WHO recently sent a team of its top epidemiological 
experts to Thailand to take stock of the situation. 

Meanwhile, the United Nations Food and Agricultural 
Organization (FAO) and the World Organization for Animal 
Health said on September 27 that Asia's bird-flu epidemic was 
a "crisis of global importance" that will demand the attention 
of the international community "for some time to come." 


However, it's still not clear that the international com- 
munity is in agreement about how best to prevent and con- 
tain the disease. Earlier this year, it appeared that Asian 
public-health officials had contained their respective epi- 
demics after the slaughter of more than 100 million birds 
in countries from Japan and China in the north to Vietnam, 
Thailand and Indonesia in the south. When bird flu resur- 
faced in Vietnam and Thailand in July, the spotlight returned 
to the animal science behind the disease. In particular, sci- 
entists are grappling to understand what role pigs, ducks and 
migratory birds may play in spreading bird flu. 

Hans Wagner, a food-safety expert at the FAO's Bangkok 
office, says that he and other virology experts believe that ducks 
can act as a "reservoir" for the virus, meaning that they can 
carry the disease without showing the clinical symptoms that 
infected chickens develop. 


INSUFFICIENT BIO-SAFETY 

Wagner contends that Asian countries need to make major 
investments to shore up their bio-safety and surveillance 
regimes, in part to protect against the intermingling of domes- 
ticated and wild birds. The FAO plans to release a report in 
December projecting regional economic needs for bio-secu- 
rity and disease control. 

"We are still not happy with the lack of bio-safety meas- 
ures on farms and in wet markets," says Wagner, without nam- 
ing any country. "There have been some changes, but they 
have not been sufficient." 

Some countries are ahead of others, health experts say. 
Thailand, in particular, has received high marks from inter- 
national health experts for the improvements it has made 
in monitoring and detection since this year's initial bird-flu 
outbreak in January. 

On the other hand, some experts say that there are still 
transparency gaps in China's reporting about the disease. And 
there are concerns about the lack of financial resources 
in Cambodia and Vietnam to combat the problem. 

Perhaps more significant is the continuing scientific 
debate about the efficacy of vaccine use. The FAO, for one, 
contends that the use of vaccines not only protects healthy 
birds, but also reduces the viral load in the faeces of infected 
birds. On the other hand, some public-health experts have 
expressed concern that the widespread introduction of unreg- 
ulated vaccines could eventually backfire by unintention- 
ally strengthening the virus into a form that is more virulent 
to humans. 

There are commercial risks to vaccination, too: Some of 
Southeast Asia's major export markets, including Europe, 
limit the import of poultry products from countries where vac- 
cination is in use. Thailand, Asia's largest poultry exporter, 
has banned the use of vaccines on its poultry farms. Vietnam, 
Indonesia, China and Pakistan have started to experiment 
with the use of vaccines alongside culling. 

"Its not clear yet that vaccination is a panacea that will solve 
the problem," says the FAO's Wagner. "It can be a useful tool 
in some circumstances, while in others it's not so clear. Each 
country in the end has to come up with its own formula." & 
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> Invest in our knowledge 


With the vast amount of investment information available in a complex 
financial world, making the right choice can be difficult. It is essential to have 
a partner with truly global investment knowledge to help you make the proper 
investment decision and secure your investment returns. 
That is why HSBC invests so much in gathering knowledge. We have 9,500 
offices in 79 countries and territories, all staffed by local experts who share 
expertise across the network. We prudently select a range of investment Hi S B C 
services so you can make your investment choice with confidence. l 


Before you invest in the markets, invest in our knowledge. 
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VIETNAM 


Corporate 
Overhaul 


The government has begun streamlining bloated state 
conglomerates in a bid to boost their competitiveness. 


But the overhaul has triggered turf battles 


By Margot Cohen/HAno! 


TROUBLED BY THE INERTIA and inefficiency of many state- 
owned conglomerates, Vietnam has embarked on a major cor- 
porate overhaul to help these companies face increasing 
regional and global competition. The priority is to trans- 
form debt-laden corporate behemoths into streamlined par- 
ents with well-managed and profitable subsidiaries. 

The push to restructure the state sector is inspired by the 
competitive challenges lurking on Vietnam's doorstep, as the 
country continues to open its economy to foreign investors, 
reduces tariffs to integrate with Southeast Asia’s free-trade 
area and bids to join the World Trade Organization by the 
end of next year. 

To weather the onslaught, nearly 100 conglomerates in 
every major economic sector—from oil to garments to 
telecommunications—have been told to dismantle their old 
management systems, clean up their accounting and retool 
their corporate frameworks. 

The overhaul is just getting under way as dozens of con- 


$ 


Loco.  ——e a E a 5 Ae oap 


re. 
Rv. tT 
er ' 


d sed 


glomerates scramble to submit detailed business plans to 
Prime Minister Phan Van Khai by November, following an 
August government decree. While there's still some danger 
of backsliding on reform—particularly in light of Vietnam's 
half-hearted stabs at privatizing state companies in recent 
years—many analysts believe the restructuring initiative 
reflects a strong desire among Communist Party leaders to 
see Vietnam Inc. become more professional and resilient. 

“It's an absolutely positive move toward establishing 
authority and responsibility at the right levels, and would 
enable companies to determine core competencies and [adopt] 
more market-driven practices,” says Charly Madan, Viet- 
nam country officer for Citigroup International, which has 
arranged financing for many local groups. 

Although Vietnam has created much room for a more 
dynamic private sector over the past four years—by easing 
rules for private start-ups and privatizing some smaller state 
firms—the state conglomerates still generate more than 
half of the $12 billion state budget and account for a third of 
nonoil exports. Their survival is key to the party's lock on 
power. Party policy calls for keeping the biggest and most prof- 
itable companies in state hands. 

In their current guise, however, Vietnam’s so-called “gen- 
eral corporations" are highly politicized, murky entities that 
don't own equity in the myriad companies under their 
umbrella—and thus exert little control over them. 

Each general corporation contains roughly 5o member 
companies that tend to engage in divergent lines of busi- 
ness or display vast discrepancies in profitability. Some of 
these groups report directly to the prime minister, while 
others answer to ministries or local governments. Historically, 
some corporations have dwindled into mere bureaucratic 
shells, while others are actively engaged in marketing— 
even to the point of underselling their own member compa- 
nies and thereby sabotaging the members' profits. 

Analysts say that restructuring would ideally provide some 


TIME FOR CHANGE: 
Big corporations 
such as PetroViet- 
nam are included in 
the government's 
plans to transform 
conglomerates into 
leaner, meaner 
organizations 
ready to take on 

all competition 
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. corporate glue: The fledgling parent companies are slated 
~ to own majority or minority shares in most of their sub- 
-= Sidiaries, supervise cash flow, provide market updates and 
~~ help introduce new technology. “If you get businesses into 
V &corporate structure, you can identify the return on invest- 
. ment," says Peter Nelson, a Hanoi-based consultant spe- 
cializing in state-enterprise reform. “If you just have a 
conglomerate of businesses, you can't take remedial action 
. because you don't know where to take it." 
C. The overhaul could also help burnish Vietnam's lacklus- 
tre privatization record. Although the number of wholly 
< state-owned enterprises 
«has shrunk from 5,861 
companies in 1998 to the 
current 3,807, Hanoi per- 
ennially falls short of its 
-privatization targets. In the 
- first eight months of this 
-. year, for example, just 358 
- companies were privatized 
. out ofa total 1,000 targeted 
for the year. 
» . Generally privatization 
" has been stymied by state 
managers reluctant to as- 
.sume new responsibilities, 
and complicated by dis- 
putes over how to value 
state assets and cope with massive debts. The debt of state- 
owned enterprises now tops $13 billion. 

But as the conglomerates restructure, parent compa- 
nies are expected to take charge of privatizing subsidiaries 
(while maintaining either majority or minority stakes). 
New chief executive officers will be under pressure to raise 
capital to purchase modern machinery and better software 
or fork out bigger salaries to attract talent. That should moti- 

* vate them to sell some shares, analysts believe, opening 
- the door to more foreign investment in privatized firms 
vand more listings on Vietnam's stock exchange. 
- . Such logic is also spurring the government to create 
new parent companies for scattered state enterprises that pre- 
viously operated independently of any general corporation. 

Take Hanoi Transport Corporation, launched in June as a 
pilot enterprise hewing to the parent-subsidiary model. Bui 
Xuan Dung, the newly minted chairman, is bent on modern- 
izing 17 subsidiaries, including taxi companies, bus networks 
and car repair ventures that employ some 10,000 people, 
with combined state capital of 1 trillion dong ($63.5 million). 

Dung says he has already altered the salary structure to 
reward performance. Top employees now make 12 times more 

than those on the lowest rung, compared to the previous mul- 
<- tiple of four. And Dung is keen on selling shares and boost- 
* ing profits in order to pay salaries attractive to young Viet- 
namese educated overseas. He's also hired an American com- 
pany to scour the books, an Australian firm to help restruc- 
1anagement, and a Singaporean company to help craft 
ig-term development strategy for Hanoi Transport. 
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There is no guarantee other parent companies wil 
in similar fashion. Some observers say the new decree i is 
on the finer points of a parent-subsidiary model. ¥ 
state-run think-tanks are busy studying different foring: c 
ent companies around the globe, some economists que 
tion how quickly those lessons could be applied in Vietna: 
“I would tend to worry that they're engaging in fairly mee 
ingless jargon," says one Western critic. 

Others caution that restructuring alone is no panacea wi 
out more decisive, market-savvy executives placed at the: 
Such individuals are a rare breed in Vietnam’'s creaky $ 
sector. Indeed, : 
ment is poisec 
two foreigners 
ent comparnie 
ping and vehicle in 
"I want to find good 
ership and m 
explains Nguye 
Dung, deputy director 0! 
pane Y ient s ente : 







































overhaul will strengt 
o the state's bottom lini 
porate conflicts. In a1 
vamp, some Communist Party-appointed managers will: 
ousted but others will manage to protect their turf. An i 
the dirt is flying as managers, employees and budding: 
denounce their colleagues for alleged mismanagement or graft 
“It starts from a power struggle within a corporation. Ther 
it becomes bigger and bigger, and the news about corrup 
tion leaks out," says Vu Duy Thai, general secretary of th 
Hanoi Union Associations of Industry and Commerce, 
The impending shake-up has fuelled an unprecedente 
spate of publicized arrests, dismissals and investigati 
some of Vietnam's top conglomerates, including Petr 
nam and Vietnam Airlines. It remains to be seen, howe 
how severe the punishment will be. Reformers argue: 
all the media publicity highlights the pitfalls of general € 
porations and makes the case for rapid conversion to pare 
companies with partially privatized subsidiaries. i 
Naturally, party leaders like to portray this as a healthy cra 
down on corruption. But political knives are flashing, too, in the 
run-up to a leadership change expected in 2006. “Some peg 
ple are trying to cash in as soon as possible—while they ares 
in power—and [other] people are trying to expose each of 
as they compete for power,” says a senior Western diploma’ 
Still, some observers argue that such machinations she i 
not obscure the benefits of a shift toward more accounta 
and streamlined state conglomerates. “If you apply stric 
management to the state sector, you have a fairer busines 
environment,” says Daniel Keller, a Swiss business const 
ant in Hanoi. “Indirectly, it helps the private sector and st 
ports a more level playing field." & 
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MALAYSIA 


Surprise Setback 


Premier Abdullah lost some allies in party polls. 
Is this bad news for his reform agenda? 


By S. Jayasankaran/KUALA LUMPUR 


AFTER LEADING the United Malays National Organization to 
its largest-ever victory in parliamentary elections in March, 
Malaysian Prime Minister Abdullah Ahmad Badawi was 
widely expected to consolidate his authority over the party at 
its annual assembly in late September. 

But even as he officially assumed the presidency of Umno 
at the assembly, Abdullah didn't get everything his way in party 
elections: Some of his allies lost their party posts, while other 
Umno politicians not regarded as aligned to him were sur- 
prise winners. And allegations of vote-buying were rife. 

The developments are seen by political analysts as a set- 
back for Abdullah's much-touted reform agenda that cen- 
tres on a crackdown on corruption both in government and 
in Umno, the country’s politically dominant party. It was this 
reformist platform that won Abdullah the general elections, 
but the vote-buying allegations at the Umno polls would sug- 
gest that the platform did not resonate within his own party. 
That makes analysts worry that he might not push ahead with 
his anti-corruption drive. 

Abdullah had been Umno’s acting president since for- 
mer Premier Mahathir Mohamad retired on October 31 
last year after 22 years in power. At the three-day Umno 
assembly, he and Deputy President Najib Abdul Razak were 
confirmed in their party posts; the closely watched con- 
tests came in the voting by 2,500 delegates for the party's 
three vice-presidents. 

Incumbent Vice-President Muhyiddin Yassin, an Abdul- 
lah ally who was the putative favourite for re-election, nar- 
rowly retained his position. Another incumbent, Muhammad 
Muhammad Taib, whom analysts say Abdullah also quietly 
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WIN SOME, LOSE SOME: It didn't all go 
Abdullah's way 


favoured, lost. Meanwhile, two dark horses— Federal Terri- 
tories Minister Mohamed Isa Samad and Malacca Chief Min- 
ister Ali Rustam—finished first and second. 

After the March general election, Abdullah had removed Isa 
as chief minister of Negri Sembilan state—a post he'd held 
for almost two decades—and named him to a relatively lowly 
cabinet position. Such a move typically kills an Umno career. 
But by winning the highest number of votes, Isa is formally the 
No. 3 leader in Umno, behind only Abdullah and Najib. 


MONEY POLITICS 

[n the race for the 25-man Supreme Council, Umno's high- 
est policymaking body, four cabinet ministers lost 
seats, while three old-line pro-Mahathir politicians made 
surprising comebacks. Abdullah still has a majority in 
the council, in which he is allowed to appoint up to 10 mem- 
bers himself. 

The unexpected results sparked widespread talk among 
delegates and the media of vote-buying, though no alleged 
offender has been named and no evidence has surfaced. “This 
is the worst example of money politics I've seen in my 34 years 
with Umno," says Information Minister Kadir Sheikh Fadzir, 
who lost his bid for re-election to the Supreme Council. 

Political analysts say the results could also be a signal 
to Abdullah that the party faithful were prepared to thwart 
him. “Umno has always been a truculent force," says Karim 
Raslan, a lawyer and columnist in Kuala Lumpur. "Where 
possible, it's always tried to check the leadership." 

Some analysts say that Abdullah's Mr. Nice Guy image may 
be hurting him in the rough and tumble of Umno vote-seek- 
ing. "The delegates felt emboldened that they could do any- 
thing under Abdullah," suggests a Malaysian editor who's cov- 
ered Umno politics for decades. “I doubt if they'd dare try this 
under Mahathir." 

Indeed, the party assembly was remarkable for its signs 
of nostalgia for the former premier. His youngest son, 
Mukhriz Mahathir, won the biggest number of votes for a 
place on the youth wing's executive committee. Analysts say 
the soft-spoken Mukhriz waited until his father was out of 
office to make a stab at politics himself, and that endeared 
him to Umno members. 

In contrast, Abdullah's son-in-law, Khairy Jamaluddin, 
was loudly heckled after his name was announced as the 
new deputy chief of Umno Youth. Khairy, 29, had won 
uncontested, a fact that may have angered delegates who 
felt his quick rise was based more on family ties than 
political merit. 

Umno delegates also signalled their opposition to any 
return to the fold by Anwar Ibrahim, Malaysia's former deputy 
premier and Umno's former deputy president until he was 
fired by Mahathir in 1989. Anwar was released from prison 
this month after the Federal Court overturned his 2000 
sodomy conviction. He hasn't tried to rejoin Umno, but he has 
said he won't rule out “engaging” the party either. = 
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INDIA AND PAKISTAN 


Not So Easy 


In New York City, two leaders agree to be open, 
but at home the pressure may be too great 


By John Larkin/Mumea\ 


GIVEN THE LIMITED expecta- 
tions for peace talks between 
India and Pakistan, the Sep- 
tember 24 meeting between 
Indian Prime Minister Man- 
mohan Singh and Pakistan's 
President Gen. Pervez Mushar- 
raf was a qualified success. 
Their summit in New York on 
the sidelines of the United 
Nations General Assembly saw 
unusual restraint on both sides, 
raising hopes that the two coun- 
tries may finally be ready to 
resolve their competing claims 
to the territory of Kashmir. 


"The big question is what | UNUSUAL RESTRAINT: The neighbours meet in New York 


does one do to take the process 

forward without suspicions rising on both sides," says Ash- 
ley Tellis of the Carnegie Endowment for International Peace 
in Washington. *On that score the meeting was actually 
very useful." 

The two protagonists thought so, too. Instead of swapping 
allegations of abuses by Islamic militants and Indian troops 
in Kashmir, they agreed to look at all options for the terri- 
tory, an important departure from India's recent strategy of 
stressing less contentious bilateral issues. They also agreed 
to push on with confidence-building measures to help 
normalize relations between the two countries. Singh called 
the Pakistani leader “a person with whom we can do busi- 
ness," while Musharraf characterized Singh, who came into 
office in May, as a "very sincere man." 


MOVING FORWARD 
That's progress. The big question now is whether the new- 
found chemistry can withstand the political pressure-cookers 
that both men face at home. A key turning point will come 
if and when New Delhi finds itself at the negotiating table dis- 
cussing Kashmir. Both countries claim the state in its entirety, 
and any further peace talks will quickly collapse if those time- 
honoured positions are maintained. 

Avoiding this scenario will require more preparedness 
by New Delhi to compromise than it has shown in the 
past. Some analysts believe it's still not ready to deal. "The 
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[Indian] government is simply not prepared and does not 
quite know what it will say when Kashmir is discussed," 
contends Tellis. 

Musharraf is under even more pressure at home, hav- 
ing recently survived two assassination attempts and 
having to deal with pressures from within his own power- 
ful military and concerns about terrorists. Suspicious of 
being strung along by India, he has not yet fully delivered 
on earlier commitments to stop the transit of Islamic 
militants to Kashmir, dismantle their support infrastructure 
in Pakistan, and sever ties between Pakistani intelligence 
agencies and the so-called jihadis. 

Though the goodwill gen- 

2 erated with Singh should give 

Musharraf some breathing 

space, he still must finesse a 

2 military that is reluctant to 
nurture better relations with 
India. Chief Minister Jam 
Mohammed Yousuf of Paki- 
stan’s southwestern Baluchistan 
province has recently made 
allegations, denied by New 
Delhi, that Indian intelligence 
operatives are training and 
funding insurgents seeking 
independence from Pakistan in 
the province. 

That kind of bad blood 
could harden the Pakistani mil- 
itary's attitude and give Mushar- 

raf more reasons not to curtail the flow of militants into 
Kashmir. “Unless the Pakistani military undergoes a lobot- 
omy in terms of how it perceives India, it will be difficult to 
anticipate that there will be any major changes,” says Com- 
modore C. Uday Bhaskar, officiating director of the Insti- 
tute for Defence Studies and Analyses in New Delhi 

Still, the forging of a mutual trust between the two lead- 
ers 1S a positive start. Singh seems to have succeeded in 
convincing Musharraf that his government is ready to discuss 
Kashmir, and that the process of tackling a range of issues 
concurrently including Kashmir—the so-called “composite 
dialogue"—isn't simply code for tackling everything except 
the territorial dispute. 

Musharraf's ability to respond in kind may hinge upon a 
decision he must soon make on whether to fulfil a promise 
to step down as army chief before the end of this year. If 
another officer is handed the baton, it may result in greater 
institutional resistance toward accommodation on Kashmir, 
or even in a new army chief with his own presidential ambi- 
tions. And the outcome of the United States presidential elec- 
tion in November will be key in deciding how much pressure 
Washington brings to bear on Islamabad to cooperate with 
India. As Bhaskar says, "Much will depend on the next two 
or three months." & 

Murray Hiebert in Washington and Ahmed Rashid 
in Lahore contributed to this article 
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ENERGY 


Oil Lust in the Face of Genocide 





HUMAN RIGHTS: 
The world has 
condemned the 
genocide in 
Darfur that 

has spawned 

a flood of 
refugees 








China has made a special effort to cultivate oil sources in Sudan. But anger over genocide 


in that country is causing problems for Beijing 


WHEN THE UNITED NATIONS Security Council convened 
in mid-September to deliberate a tough resolution calling for 
economic sanctions against Sudan, few observers imagined 
that China would vigorously oppose it, threatening to veto a 
resolution that included sanctions. It took a personal appeal 
from UN Secretary-General Kofi Annan and watered-down 
wording to reach a compromise—and even then China only 
abstained, along with Russia, Pakistan and Algeria. 

There's more at stake for China here than the usual 
aversion to hegemony that has led to quieter objections 
to United States-backed sanctions in the past. The African 
nation that skirts the Red Sea is the target of significant 
Chinese investment in oil exploration and infrastructure. 
And if Sudan's oil potential is realized, 
it could be a major source of oil for China, 
accounting for as much as 696 of imports 
by some estimates. 

That Beijing is willing to risk condem- 
nation for turning a blind eye to what U.S. 
Secretary of State Colin Powell has said 
amounts to genocide in the western 
Sudanese region of Darfur highlights the 
growing strategic importance of Africa and 
the Middle East to China. According to a new 
study by Standard Chartered Bank, almost 
2096 of China's oil and gas come from Africa 
and 4096 from the Middle East. 

In fact, with China's demand for oil 
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APPETITE FOR OIL 
China’s crude oil imports from 
the Middle East and Africa 


Middle East Tonnes (Jan-Aug. 2004) 





By Michael Vatikiotis/HONG KONG 


forecast to rise to almost 8% of global demand this year, 
which would make China the world’s second-largest oil 
importer after the U.S., Africa is a critical part of China’s plan 
to achieve energy security. In that, it is almost certain to com- 
pete with existing Asian economic powers like Japan and 
South Korea, as well as big emerging powers like India. 
Clashing with this need to secure energy supplies, how- 
ever, is Beijing’s desire to be seen as a responsible super- 
power. How these competing forces influence Beijing's 
behaviour in coming years will surely be one of the world’s 
most closely watched geopolitical developments. 

China has moved swiftly on the first part of this agenda, 
securing new energy sources, by enhancing its relationships 
with Africa. Four years ago Beijing launched 
a bilateral talking shop with Africa, the 
China-Africa Forum. Foreshadowing the 
UN debacle over Sudan, Chinese Premier 
Wen Jiabao pledged last year that burgeon- 
ing Sino-African trade ties come with 
certain political benefits. “As a permanent 
member of the Security Council, China will 
always stand side-by-side with developing 
countries in Africa and other parts of the 
world,” Wen told the opening of a China- 
African Forum last December in the 
Ethiopian capital, Addis Ababa. 

For non-governmental organizations 
like New York-based Human Rights Watch, 








which is closely monitoring China's ties with Sudan, the con- 
cern is that China is cementing economic ties in return for 
promises to fend off global scrutiny of the regimes. “Although 
not explicitly stated, it is always understood that China will 
never raise human-rights issues,” says Peter Takirambudde, 
executive director for Africa at Human Rights Watch. 

China has already signed deals to import oil from Nige- 
ria, Gabon, Equatorial Guinea, Cameroon and Angola. From 
January to August this year, China imported 4 million tonnes 
of crude oil from Sudan. In comparison, China's largest 
single source of oil in the same period was Oman at 11.2 
million tonnes in the same period. 

The build-up to this level has involved some hefty invest- 
ment in Sudan. Human Rights Watch estimates that 10,000 
Chinese workers have worked on pipeline construction from 
the mid-19905s to 2001, helping to generate revenues in excess 
of $600 million for China National Petroleum Corp. 


THE DANGERS OF HUNTING OIL DEALS 

The hunt for oil is putting China into some dangerous areas. 
As well as Sudan, China's oil companies are braving secu- 
rity risks to hunt deals in Iraq. CNPC signed a memorandum 
. of understanding with Saddam Hussein's Ministry of Oil in 
1997 to explore the Ahdab oil field, and a former U.S. offi- 
cial in Iraq says that a Chinese company, Sinochem, is going 
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up against Japan's Mitsubishi Corp. to buy refineries. “Ont 
ground, the Chinese are very gutsy," says the former ofi 
cial, who asked not to be identified. “They dorit need to dea 
with human-resource departments or lawyers.” 

As if the challenges aren't tough enough, China also faces 
competition from another emerging Asian power hung 
for oil: India. In mid-September, India’s oil minister, M 
Shankar Aiyar, announced that his country, which also 
exploration stakes in Sudan, is studying the feasibility o; 
$1 billion oil refinery in Port Sudan on the Red Sea. | 
year India's state-owned Oil and Natural Gas Co. paid $750. 
million for a 25% stake in the Greater Nile Oil Project, in. 
which China's CNPC also has a 4096 share. A CNPC su 
sidiary, the China Petroleum Engineering Co., is already build 
ing a $215 million export terminal at Port Sudan and has. 
signed a contract worth $32 million to expand refinery capat- 
ity in Khartoum. Oil companies from the two countries are. 
also fiercely competing for Angola's offshore deposits. : 

Longer-term, the problem for China is likely to involve Bei- 
jing's willingness to turn a blind eye to rights abuses in the 
Middle East so long as its interests are protected. For China _ 
to be on the wrong side of accusations of genocide in Dar oo 
fur makes it harder for Beijing to build its case for being a 
responsible superpower. But equally, it makes ties with China 
attractive for regimes that have problems to hide. & 
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By Gerard Henderson 
The writer is executive director of 
The Sydney Institute 


Australians who go to the polls on October 9 will participate 
in a unique electoral system. First, voting is compulsory. Due 


— toa combination of habit and legal requirement, around 9596 


of Australians vote, and around 95% of those who do so record 
a valid vote. Second, the preferential voting system means 
that votes for minor parties and independents are transferred 
to surviving candidates until someone achieves an absolute 
majority and wins a single-member constituency seat. 

The concurrence of compulsory and preferential voting 
ensures that there is not a great difference between the two 
major parties—the conservative Liberal Party-National Party 
coalition led by 65-year-old John Howard and the social-dem- 
ocratic Labor Party led by Mark Latham, aged 43. Both lead- 
ers will attempt to obtain the support of relatively uncommit- 
ted electors who would not vote in most democracies—or, who, 
if they did support a minor party, would not be required to 
express a final preference between the major parties. 

Australia has experienced two decades of economic 
reform—commencing under the Labor administrations of 
Bob Hawke and Paul Keating and continuing after Howard 
defeated Keating in March 1996. As Howard's deputy, Peter 
Costello, has pointed out, the reform process made it possi- 


. ble for the Australian economy to withstand the Asian eco- 


nomic slowdown, the American recession and the worst 
domestic drought in a century while continuing to grow at 
around 326-496 annually. 


* The election will be determined by the result in about 
40 ‘marginal’ seats, located in the suburbs of large 


cities or based on regional centres on the east coast yy 


Australians rarely change their national governments. This 
has happened on only five occasions since the end of the World 
War II—in 1949, 1972, 1975, 1983 and 1996. Thus, Howard 
has the benefit of incumbency and presides over one of the 
world's strongest economies. Both factors work strongly for 
his coalition. Yet Labor has a chance. Latham is running 
hard on Howard's weakest point—the notion that the coalition 
has been in office for nearly nine years and, consequently, 
it's time for a change. 

If Latham defeats Howard, the result will achieve con- 





siderable international coverage in the lead-up to the 
American presidential election on November 2: 
Labor is committed to withdrawing about 450 Aus- 
tralian Defence Force personnel currently in Iraq, 
while retaining the 450-strong Australian naval and 
air-surveillance contingent currently outside Iraq 
in the Persian Gulf. This would be widely inter- 
preted as one of the original members of the "Coali- 
tion of the Willing" (along with the United States, 
Britain and Poland) quitting Iraq. It would not be 
welcomed by either incumbent President George 
W. Bush or challenger John Kerry. 

Yet Iraq is not a big issue in the current Aus- 
tralian election campaign. The election is being 
fought primarily on domestic issues. Howard is 
presenting his party as best able to manage the 
Australian economy and to sustain an economic 
environment that leads to continuing low interest 
rates. In the authoritative Newspoll, Howard leads 
Latham by 34 points on “Who's best to handle the 
economy" and by 19 points on "Who's best to han- 
dle national security." Latham heads Howard 
when the electorate is asked a similar question 
about both health and education. 

There are 150 seats in the House of Represen- 
tatives and Howard or Latham needs to win 76 seats 
to form a majority government. The election will 
be determined by the result in about 40 “marginal” 
seats. These are mainly located in the suburban 
fringes of Australia's large capital cities or based on 
regional centres on the east coast. These parts of 
Australia are not consumed by the rights and 
wrongs of Australia's commitment in Iraq. Rather, 
marginal-seat voters are focused on whether 
Howard or Latham, as prime minister, would be 
more likely to preside over rising living standards 
for themselves and their families. 

The major difference between Howard and 
Latham turns on industrial relations (Latham would 
re-regulate the industrial-relations system, to some 
extent at least) and foreign policy (both parties sup- 
port the Australian-American alliance but the coali- 
tion is closer to the U.S. and Britain on Iraq and the 
war against terrorism). However, the election cam- 
paign will be fought primarily on broad economic 
and social policies. 

Most Australian elections are close. A loss of 
eight seats—following a swing of around 196— 
would see the Howard government defeated. Yet 
the coalition survived close encounters in 1998 and 
2001. Whatever the outcome, this time the result 
Down Under will be noticed internationally. = 
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China Invited to Attend 
Coming G-7 Meeting 

When the Group of Seven, the club of wealthy indus- 
trial nations, meets in the United States from October 
1, China will be formally represented for the first time. 
The U.S. and other members of the group, including 
Britain, Canada, France, Germany, Italy and Japan, will 
use a dinner meeting at the opening of the conference 
to talk over issues with China’s finance minister and 
central-bank governor. Likely to dominate discussions 
is the question of China’s currency peg to the U.S. 
dollar. American officials would like to see a more 
flexible currency policy from Beijing that would allow 
the renminbi to rise in value, which Washington thinks 
will help to alleviate America’s growing trade deficit 
with China. Many analysts see the renminbi as under- 
valued. There has even been some speculation that 
China was invited to the G-7 meeting in exchange for 
currency flexibility. On September 28, Prime Minister 
Wen Jiabao told a group 
of U.S. bankers that 
China planned to adopt 
more flexibility “over 
time.” Analysts said that 
the comment should 
reassure U.S. officials 
that China is committed 
to currency reform. 


G-7: China gets an invitation to attend 





FURORE OVER TAIWAN ARMS PURCHASE 

Taiwan Premier Yu Shyi-kun said on September 25 that Taiwan needed a 
"balance of terror" to offset China's growing military might, which was his 
argument in support of a proposed NT$610 billion ($18 billion) arms pur- 
chase from the United States. China's Foreign Minister Li Zhaoxing told the 
United Nations General Assembly shortly after Yu's comments that China 
would "brook no interference in its internal affairs," which is how it refers to 
matters concerning Taiwan. China has asked the U.S. to cancel the 
proposed arms sale to Taiwan. The U.S. said it would "prefer to see com- 
ments that focus on dialogue" as opposed to bellicose comments about "the 
use of force." The Taiwan legislature is expected to vote on the deal in 
October. Some analysts said that they feared the arms purchase could spark 
an arms race between Taiwan and China. 
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MEDIA 


A Chinese reporting 
assistant for The New 
York Times was detained 
10 days after the newspa- 
per broke a story that 
former President Jiang 
Zemin would resign as 
head of China's military. 
The report was confirmed 
within a few days when 
Jiang's resignation was 
formally announced. The 
paper had cited two 
unidentified sources for 
the report about Jiang. 
Beijing-based Zhao Yan 
was detained on Septem- 
ber 17, feeding specula- 
tion that he was responsi- 
ble for the report. How- 
ever, his friends report- 
edly said that he had 
nothing to do with it. 


PATENTS 


The world's biggest drug 
maker, Pfizer, has 
appealed to a Beijing 
court against a decision 
by the government that 
its China patent for 
Viagra be overturned. 
When the Review went to 
press on September 29, 
the court had not yet 
decided whether to hear 
the appeal. Pfizer has 
said that its sales to 
China are relatively 
small because it is 
permitted to sell the 
drug only to hospitals. 


RUBENS BARRICHELLO 


claimed victory in the fir: 
Formula 1 Grand Prix in 
China, but the host city, 
Shanghai, won even 
greater plaudits for hosti 
the event smoothly and 
professionally. Barrichell 
Ferrari team-mate, Michz 


Schumacher, finished 
12th, though he had 

already sewn up his fifth 
consecutive Formula 1 
drivers’ world-champi- 
onship title for 2004 beft 
the Shanghai car race. 





EDUCATION 


A Ministry of Education 
official has said that 
China expects a record 
number of foreign 
students to enrol in its 
universities this year. The 
ministry said that the 
majority of the 86,000 
foreign students it 
expects to enrol this year 
will come from Asian 
countries with close 
economic, trade and 
cultural ties to China. 


ENERGY 


China may award a 
contract to build four 
nuclear reactors, worth 
$8 billion, to a single 
overseas supplier, 
according to a top 
Chinese nuclear-energy 
official. The Bloomberg 
news agency reported 
that Yu Jianfeng, a 
director of the China 


National Nuclear Corp., 
which runs China's 
nuclear-power industry, 
said that China will add 
four reactors to 11 others 
that are currently either 
operating or under 
construction, Another 
Chinese official said in 
early September that 
China would award 
contracts for the reactors 
within two months. 





PORTS 


China’s largest con- 
tainer-port operator will 
sell its mainland toll- 
road business to its 
Singapore-based sub- 
sidiary. The sale is 
intended to allow the 
company to focus on its 
port business, which is 
growing rapidly. China 
Merchants Holdings 
(International) will sell its 
five mainland toll roads 
to Singapore-based 
China Merchants Hold- 
ings (Pacific) for S$569.5 
million ($337 million). 


HEALTH 


The government says 
China is seeing a rapid 
increase in the number 
of cases of lung cancer, 
a trend it blames on 
widespread cigarette 
smoking and worsening 
air pollution. The govern- 
ment’s Xinhua news 
agency said that the 
number of lung-cancer 
patients is expected to 
hit half a million—two- 


thirds of them male—by 
2005. The report didn’t 
say how much the 
number has increased, 
though an estimate from 
the International Agency 
for Research on Cancer 
said China had more than 
230,000 male lung- 
cancer cases in 2000. 


DIPLOMACY 


Prime Minister Wen 
Jiabao, while visiting 
Moscow, sought to allay 
fears that China's new- 





WEN JIABAO: Visiting Russia 


found economic clout 
would be used to gain 
hegemony over its 
neighbours. Wen talked 
about gaining access for 
China to Russia's vast 
oil-and-gas resources. 
He was also laying the 
groundwork for a meet- 
ing between the presi- 
dents of China and 
Russia, Hu Jintao and 
Vladimir Putin. The 
meeting is expected to 
take place in a matter of 
weeks in Beijing. 


WARNING: Lung cancer is on the rise in China 
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BUSINESS DIGEST 


BHP SECURES ANOTHER HUGE DEAL 
Australian mining company BHP Billiton says it has secured com- 


mitments from Chinese manufacturers that they will buy $3.2 bil- 


lion worth of iron ore over the next decade. This comes on top of 
a $9 billion deal announced in March. Analysts said that the deci- 
sion by four Chinese steel mills-Wuhan Iron and Steel, Maanshan 


Iron and Steel, Jiangsu Shagang Group, and Tangshan Iron and Steel- | 


suggests that these companies, at least, do not accept the belief 
of some that there is a dangerous bubble building among the pro- 
ducers. BHP rival Rio Tinto has been moving to make similar deals 
to expand its iron-ore production on behalf of Chinese buyers. 


LIGHTS, CAMERA, ACTION 


Viacom continued its quest to forge relationships with Chinese tel- 


evision broadcasters with deals to form a production alliance 
with Beijing Television and to expand its MTV China footprint 
from 7 million to 10 million households in southern China. On a 
recent tour of China, Viacom Chairman and Chief Executive Sumner 


Redstone said that the company is committed to having a 
24-hour MTV channel in Beijing and Shanghai, and government offi- _ 


cials have said that such a proposal "is not impossible." Viacom's 
co-production deal with Beijing Television is reportedly similar to 
one with the Shanghai Media Group announced in March, in that 
both will be attempting to produce content. However, the Shang- 
hai deal will focus on children's programming while the Beijing 
agreement concentrates on music and entertainment. 


A BOOST FOR MINORITY SHAREHOLDERS 
After a fight that tested the current constraints on minority share- 
holders in China in influencing corporate decisions, shareholders of 
Baoshan Iron & Steel Co. approved a plan that may allow the com- 
pany to raise more than $3 billion from an additional share offering. 
In the battle, minority shareholders—Baoshan is owned 85% by its 
State-owned parent, Shanghai Baosteel Group—were able to influ- 
ence a change in the company's money-raising scheme, in which 
the company agreed to reduce the number of shares sold to exist- 
ing shareholders from 50% to 40%. The precedent may prove impor- 
tant for corporate governance in China because the China Securi- 
ties Regulatory Commission reportedly wants to give public share- 
holders owning “tradeable” stock in companies the right to exert 
similar influence over corporate decisions. 


MINMETALS LOOKS TO BUY NORANDA 
Canadian metals producer Noranda said that it is in talks with China's 
flagship metals group, China Minmetals, to be acquired in what would 
be one of the largest foreign acquisitions ever by a Chinese com- 
pany. Noranda is a pillar of Canada's mining industry with roots going 
back 75 years. It controls the world's third-largest nickel producer, 
Falconbridge. The deal is said to be worth in the neighbourhood of 
$5 billion. Citing sources close to the deal, the South China Morning 
Post reported that Minmetals would actually lead a consortium of 
Chinese buyers that included Baoshan Iron & Steel, Citic Investment, 
Jiangxi Cooper, and Taiyuan Iron & Steel. 
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JUSTICE 


When Courts 
Don’t Work 


Growing awareness of rights is exposing the serious problems 


in China’s politically directed justice system. It is also 
driving citizens towards petitioning, a perilous and flawed 


system of redress 


THE SCENE IS MEDIEVAL. In grubby 
streets and a park near Beijing's south 
train station hundreds of poor in thread- 
bare clothes mill about. They are among 
the growing number of Chinese left 
behind in their country’s transition. They, 
and thousands like them, have come from 
all over the country to petition central gov- 
ernment ministries, communist party 
offices, courts and parliament for support 
in personal and local disputes. Some live 
in the park under tarpaulins strung 
between trees. Others doss down, several 
to a room, in cheap rented accommoda- 
tion. Thrusting grimy, typed or hand- 


TAKING MATTERS 
INTO THEIR HANDS 


Symptoms of injustice: 


e 2003 saw a 60% increase 
in the number of petitions 
being submitted 


Mi Despite a proliferation of 
new laws, legal reforms 
are having little impact 


AE China’s courts favour the 
powerful and are prone to 
interference 





By David Murphy/BEIJING 


written papers that detail their plight into 
the hands of any visitor willing to listen, 
they show a desperate determination to 
get justice. 

Their complaints are serious and 
include murder, assault and false impris- 
onment of relatives, the demolition of 
homes, poisoning of lands, theft and the 
destruction of livelihoods. 

These people occupy the roughest 
corner of a vast system for redress that, 
theoretically, allows citizens to bring 
grievances to the attention of govern- 
ment departments, state-owned firms 
and even universities and hospitals 
throughout China. Although it has 
echoes from China’s imperial past, peti- 
tioning was embraced and formalized by 
the Communist Party after it came to 
power in 1949. Disputes large and small 
are taken to offices in state institutions 
in a process far more familiar to ordinary 
Chinese than the country’s slowly grow- 
ing court system. 

China's courts have little history of 
providing justice. Weak before the 1949 
revolution, they withered under commu- 
nist rule and only began to revive with the 
market reforms of the 1980s. Today, 
courts remain ineffectual because local 
judges are literally in the pocket of local 
governments, which pay their wages and 
routinely influence decisions. Most peo- 
ple have little chance of a fair hearing 


DESPERATE: Few petitioners 
succeed, yet the numbers 
keep growing 





against anyone with government con- 
nections. “The murderers and the local 
officials protect each other,” says Qian Lili, 
who is in Beijing to seek a new investi- 
gation into the 1999 murder of her eight- 
year-old son in Zibo, a city in northeast 
China's Shandong province. 

The problem for Beijing is that the 
army of complainants is growing fast as 
citizens become more aware of their rights 
and more able to pursue them. Between 
June 25 and September 30 last year, the 
number of petitions received at the 
National Bureau of Letters and Visits 
jumped almost 6096, according to a recent 
edition of the Shanghai-published Orien- 
tal Outlook. In 2003, 20,000 petitioners 
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presented complaints at China’s parlia- 
ment, the National Peoples’ Congress, a 
third more than in 2002. As of the first 
half of this year the increase was contin- 
uing, according to state media. 

The complaints are not frivolous. 
Over 80% of petitions received by the 
National Bureau of Letters and Visits are 
“reasonable requests or real problems 
that should be dealt with,” the bureau's 
director, Zhou Zhanshun, told party 
magazine China Comment in an inter- 
view last November. 

Confusingly, courts also receive peti- 
tions. In his March report to the National 
Peoples' Congress, Xiao Yang, president 
of the Supreme Court, noted that the 
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courts alone had received almost 4 mil- 
lion petition letters last year. That com- 
pares with 5.7 million court cases nation- 
wide. There is nothing quite like China's 
vast petitioning system anywhere, but for 
an international parallel, think thousands 
of ombudsman offices, suggests U.S. aca- 
demic Laura Luehrmann, an associate 
professor of political science at Wright 
State University whose doctoral disser- 
tation was on the subject. 

China's economic boom is fuelling the 
complaints. Experts believe tens of mil- 
lions of peasants have been made land- 
less in the past two decades of urban and 
industrial expansion. Last year alone the 
amount of farmed land in China fell by 
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As much as it reflects growing aware- 
ness, it's also a measure of the discon- 
tent that simmers amid China's eco- 
nomic transition. Still, for now there's 
little sign that these grievances, which 
are largely local in nature, pose a threat 
to the central government. 

With so many people resorting to 
petitioning as a means of redress, it 
would appear China's conventional legal 
reforms are going nowhere. In fact, the 
National Peoples' Congress is busily pass- 
ing new laws—76 draft laws are on the 
legislative agenda of the current five-year 
term of the congress, and 112 were passed 
during the previous term. The problem 
is that "though you have a lot more laws 
there has been a lot less change on the 
ground," says Donald Clarke, an expert 
in Chinese law at George Washington 
University Law School. That applies espe- 
cially to ordinary citizens, who don't have 
the clout of the foreign and domestic 
business communities. 

The immediate need, if popular faith 
in the judiciary is to grow, is for separation 
of courts from local government. Cur- 
rently city-court judges are nominated by 
city authorities, provincial-level judges 
by provincial governments, and so on. 
Clarke believes judges should be 
appointed, and paid, by the central gov- 
ernment, or at least some higher admin- 
istrative level. "That would presumably 
make them more able to rule against local 
power-holders," he says. 

The gap between passage and imple- 
mentation of Chinese laws is one that for- 
eign business is also keenly aware of. In 


AFP 


lar ep = 





a= 


f oJ . . , 


ordinary people run up against a force 
larger than themselves, China's police, 
government and legal system almost 
always back the powerful. Despite the new 
emphasis on the welfare of ordinary citi- 
zens articulated in leaders' speeches and 
reports in state media, it seems that for 
Beijing the bottom line is always social 
order and stability. 

That was demonstrated all too clearly 
ahead of the Communist Party's mid-Sep- 
tember plenum in Beijing. In the two 
weeks before the meeting, police swooped 
repeatedly on the "petitioner village," 


‘6 
Now we have one country, two systems: one 
system for the cadres and one system for 


the ordinary people" 


its 2004 White Paper on American business 
in China, the U.S. Chamber of Commerce 
welcomed the “steady stream of new laws 
and regulations" and an improvement 
in the general legal framework for busi- 
ness, but also noted *a striking lag in 
enforcement and administrative confu- 
sion in some areas." 

Despite two decades of reform and 
publicized cases of citizens taking their 
grievances to court, it's clear that when 


PETITIONER Du MINGRONG 


arresting and holding people in a sports 
stadium in the capital before sending 
them back to their home provinces, said 
residents. A New York-based human- 
rights organization, Human Rights in 
China, reported that 36,000 petitioners 
were caught in the swoop. Petitioners live 
with such dangers constantly. Police often 
travel to the capital to forcibly return indi- 
viduals to their home towns and to pro- 
tect local officials from the embarrassment 


UNWANTED: Many petitioners end up being forcibly returned to home towns 





of having to answer to higher authorities. 
And that is the problem that petitioners 
face: In their search for justice, they are 
often treated like criminals. “I am trying to 
appeal through the law, and yet I’m the one 
doing something illegal," says Qian, who 
has been arrested, beaten and hauled to her 
home town several times. 

At the front lines in Beijing's "peti- 
tioner village," many say they have come 
to Beijing because their abusers influ- 
enced government officials into denying 
them an honest hearing. They risk arrest 
or beatings as they troop between various 
offices in hope of a sympathetic audience. 
Du Mingrong, 51, was badly beaten by a 
politically connected businessman, and 
arrived in Beijing having failed to get jus- 
tice in her home town of Baishan, in 
northeast China's Jilin province. Since 
March last year she has been beaten by 
officers in three different Beijing police 
stations as she pursues her petition. “Now 
we have one country, two systems: one 
system for the cadres and one system 
for the ordinary people,” she says, sar- 
castically referring to the arrangement 
that guarantees Hong Kong autonomy 
under Beijing. 

Not only is the process of petitioning 
risky, it also appears to yield a low success 
rate, say those familiar with the system. 


So why do so many people do it? In part 
because it’s one of the few things that peo- 
ple driven to frustration by local crony- 
ism can do. It is also a right guaranteed 
in the constitution. And it’s a strong his- 
toric tradition in some parts of the country, 
notably Henan, Shandong, Hebei, Liaon- 
ing and Heilongjiang provinces. 


Not all who travel to Beijing are the 
poor and excluded. Some are people of 
influence, unlucky enough to have col- 
lided with interests more powerful than 
themselves. Communist Party member 
and ex-paratrooper Wu Dedong [see 
article below] managed a 500-employee 
medicine factory in Shandong before 





it was taken over ta what be.says/as an 
illegal asset grab by tee-chaifman and 
his cronies. 

But mainly they are ordinary folk like 


Du and Qian—victims of callous local 
officials and a society marked by a casual 
reluctance to make amends to those who 


suffer at its hands. = 


THE NAIL THAT STANDS UP... 


Wu Dedong is only half joking when he compares himself to 
Rambo, the American special forces hero of Hollywood 
movie First Blood. Like Rambo, the training this former 
People’s Liberation Army paratrooper received during his 
long army career (1,300 jumps) has come in useful in his 
battle for justice. Last year the alert 56-year-old spotted 
several men with long knives tailing him. He gave them the 
slip in a crowded supermarket, only to receive an anony- 
mous phone call later from someone threatening to kill him. 

Trouble caught up with him in 
August this year when he checked into 
a hotel in Henan province. The identity 
card he produced was out of date. 
When hotel staff notified the police, he 
was arrested and taken to his home 
town of Jining in neighbouring Shan- 
dong to face embezzlement charges 
that he insists are trumped up. 

Wu was an unlikely fugitive. As a 
director and deputy Communist Party 
secretary of a firm called Lukang 
Lingzhi Pharmaceutical, he should 
have fitted in as a sizeable cog in the 
Jining establishment. 

Like most companies in China, 
Lukang Lingzhi has seen many changes 
over the past decade. In the early 
1990s, it was a fully state-owned firm 
called Lingzhi Pharmaceutical. Then in 
1993, it took on private investors and 
became a joint-stock company, with 
the provincial government retaining a 
63% share. In 2000, the provincial state-asset-management 
committee transferred the province's shares to a much 
larger state company, Lukang Pharmaceutical Group. Individ- 
ual shareholders then held 27% of the firm, according to a 
former company executive. 

Wu says his problems began in July 2002 when he discov- 
ered that the firms' assets had been quietly transferred to a 
sister company named Xinhua Lukang Pharmaceutical Retail 
Chain Store. Like Lukang Lingzhi, this was a subsidiary of 
Lukang Pharmaceutical Group. Wu says the switch—asset 
stripping, he calls it-was secretly engineered by a few of his 
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PETITIONER WU: A losing fight for justice 


representative, Cheng Jun. The result, Wu claims, was that 
individual Lukang Lingzhi shareholders were left with noth- 
ing. He led the bulk of the company's more than 500 employ- 
ees, and most of the company's 3,600 individual sharehold- 
ers in opposition to the move. 

Cheng Jun disputes Wu's version of events and claims that 
the parent company tasked Xinhua Lukang with restructur- 
ing Lukang Lingzhi, which Cheng paints as being crippled 
with debt. He insists that though preparations were made to 
transfer the firm's assets to Xinhua 
Lukang, the transfer was never made. 

Wu's fight to get the share transfer 
overturned illustrates the hardships 
that even reasonably well-connected 
people can endure under the opaque 
petitioning system, especially when 
they are up against powerful interests. 

Wu began petitioning city authori- 
ties in Jining. There, officials told him 
to take his case to the provincial-level 
state-assets-administration bureau. 
He began to petition the authorities in 
the provincial capital, Jinan, but got 
no satisfaction there. Zhao Jin, direc- 
tor of the Shandong Provincial Letters 
and Visits Bureau, says he is aware 
of the dispute but denies receiving 
Wu's petitions. 

The court in Jining also refused to 
accept a case brought by Wu. Wu and 
Ai Qunce, an entrepreneur who indi- 
rectly holds 9% of Lingzhi shares and 
has supported Wu's fight, say that the reason Wu can't get a 
fair hearing is that Cheng Jun and his friends have backers 
at the top levels of the Shandong government. Ai and Wu 
maintain that these include Governor Han Yuqun and Li Xin, 
a deputy mayor of Jining who was recently arrested on 
corruption charges in an unrelated case. 

Asked about Wu's imprisonment, Cheng replied, "There's 
nothing | can tell. You should ask the local government." 

Now, after more than two years of petitioning, Wu is in 
jail in Jining. "Petition institutions are all the same—cold- 


blooded and callous," he said, in an interview shortly 
Navid Murnhy 
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U.S.-CHINA TRADE 


Strategic 
Rivalries 


With the November 2 United States presidential 
election nearing, George W. Bush and John 
Kerry are both talhing tough on China trade 





By Susan V. Lawrence/WASHINGTON 


WHEN ONE OF GEORGE W. BUSH'S point men on interna- 
tional trade, Undersecretary of Commerce Grant Aldonas, 
stood before an audience in Washington recently in his “per- 
sonal capacity" to defend the United States president's record, 
he made sure he highlighted Bush's approach to China. 
Although the U.S. needs China's cooperation on issues rang- 
ing from North Korea to the war on terrorism, he said, Bush 
didn't flinch in setting a strategy last August of “holding China's 
feet to the fire” over implementation of its World Trade Orga- 
nization (WTO) commitments. Aldonas then reeled off a list 
of achievements he said were due to that strategy. 

When Lael Brainard, a senior adviser to the campaign of 
Sen. John Kerry, Bush's challenger in the November 2 presi- 
dential election, followed Aldonas to the podium before the 
same American Enterprise Institute audience, she made sure 
to talk about China, too. Pillar three, she said, of Kerry's 
five-pillar strategy for improving the ability of Americans to 


IN SPEECH AFTER SPEECH, KERRY 
HAS DENOUNCED CHINA'S “ILLEGAL 
CURRENCY MANIPULATION” 


compete in the global economy is “taking a proactive approach 
toward China.” She assailed the Bush administration for wait- 
ing until March 2004 to file its first case against China at 
the WTO, and for waiting until December 2003 before agree- 
ing to restrict imports of some kinds of Chinese textiles to 
protect U.S. producers. She also criticized the Bush admin- 
istration for giving up leverage she said could have been used 
to pressure China to “stop manipulating its currency.” The 
Bush administration, she charged, has been “turning a blind 
eye to the economic pain here at home.” 

China is hardly a headline issue in America’s presidential 
campaign. Iraq, the war on terrorism, the nebulous topic of 
“leadership,” health care, and education all feature larger. 
Nonetheless, both the Bush and Kerry campaigns are eager 


PRESIDENT BUSH: “Holding China’s feet to the fire” 





to showcase their candidates as aggressive in demanding that 
China play by the rules in its trade relationship with the 
U.S. That China is the only country the two campaigns are 
talking about in any detail as they present their trade poli- 
cies is testament to the impact China trade has had on the 
U.S. economy in the four years since the last presidential elec- 
tion. It is also testament to the broad public impression in the 
U.S. that China has not been playing fair. 

Two new reports from business groups assessing China’s 
implementation of its market-access commitments made as 
a condition of its December 2001 entry into the WTO provide 
grist for the sparring. The reports, by the U.S. Chamber of 
Commerce and the U.S.-China Business Council, give China 
credit for significant progress over the past year in resolving 
outstanding compliance problems. That contrasts with 2003 
when both groups “were sort of downcast in terms of how we 
assessed China's effort,” says the U.S. Chamber's North Asia 
director, Jeremie Waterman. The more upbeat tone this year 
is a boost for the Bush administration, which can point to the 
progress as proof that its engagement with Chinese officials 
on trade disputes has paid off. But the reports also identify 
areas of continued concern, with poor enforcement of intel- 
lectual-property rights topping the list. 

For Asia, what's crucial is whether the two campaigns’ tus- 
sling over China trade will make any difference to U.S. trade 
policy after the election. The Kerry campaign insists that when 
it comes to trade with China, Kerry will distinguish himself 
from the Bush administration in both strategy and substance. 
Seasoned observers of the U.S.-China economic relationship 
question, though, whether trade policy in a Kerry adminis- 
tration would really be so different. 

“Incumbent administrations tend to take the approach 


that Bush has taken, regardless of whether they're Democra- 
tic or Republican," says John Holden, president of the National 
Committee on U.S.-China Relations. “It seems like a dreary 
repetition of an old script” to have the challenger in a presi- 
dential campaign “portraying China as a national menace,” 
says Robert Kapp, president of the U.S.-China Business Coun- 
cil. If Kerry wins, predicts Kapp, he will “spend the next year 
or more re-engaging in a productive relationship with China.” 
That's especially likely, Kapp suggests, because of Kerry's strong 
record as a supporter of international trade. 

The biggest real change under a Kerry administration 
could be on the issue of China’s currency, the renminbi. In 
speech after speech, Kerry has denounced China's “illegal cur- 
rency manipulation," alleging that China is keeping the 
renminbi undervalued by 1526-4096 as a way to depress the 
price of Chinese goods. Kerry says that unlike President Bush, 
he will employ all tools at his disposal to put concerted pres- 
sure on China to address the problem. 

The currency issue has strong popular resonance in the 
U.S., particularly in manufacturing states such as Ohio and 
South Carolina that have been hard-hit by competition from 





KERRY: A record of support in the Senate for international trade 


China, and that happen also to be swing states in the ele 
tion. In testimony before a September 23 hearing 
Ohio, convened by the congressionally-appointed U.S.-China 
Economic and Security Review Commission, Bruce A. Caii 
president of a local firm, blamed China's currency policy 
squarely for the travails of his business and others in recent 
years. “We build a good quality mould, better than one from 
China and in the same time frame," he said of his firm, Xcel 
Mold and Machine Inc. “The issue comes down to prici 
China, having an unfair advantage because they refuse to 
float their currency, will continue to drive companies like 
ours out of business." 

The U.S. economic community is far from united, though 
in recognizing the current renminbi-dollar valuation as a prob: 
lem. Albert Keidel, an economist who spec ializes in China at 
the Carnegie Endowment for International Peace in Wash 
ington, dismisses charges that the renminbi is undervalued 
as "popular distortions encouraged by the loss of manufactur 


THE ADMINISTRATION'S TACK HAS BEEN 
TO ARGUE THAT ENGAGEMENT WITH 
CHINA IS PERSUADING CHINA TO WORK 
TOWARD A FLEXIBLE EXCHANGE RATE 


ing jobs in the United States over the last three years." Keidel 
argues that the most importan! indicator of any imbalance 
would be a large surplus in global trade in goods and sen 
ices. China's surplus, Keidel observes, is small 

When a coalition of industry groups submitted a peti 
tion in early September arguing that China's exchange rate 
“unlawfully bolsters the Chinese economy at the 
U.S. industry and production," the Bush administration 
immediately rejected it, in apparent defiance of election pol 
itics. "They've decided to leave themselves exposed," says 
James Steinberg, director of foreign-policy studies at the 
Brookings Institution in Washington and former deputy 
national-security adviser in the Clinton administration 
"They've obviously made a judgment that this is not so big an 
issue." The administration's tack has been, instead, to argus 
that its engagement with China has helped persuade China 
to work toward a "flexible exchange-rate policy 

Kerry also says he will be different from the Bush admin 
istration on China trade by being more ready to file ca 
against China at the WTO. Filing WTO cases, says Kerry 
paign literature, "is not about litigation for litigation's 
sake." Rather, it is “a widely recognized way of helping ri 
negotiated solutions" and a way to show "the United States 
seriousness about trade enforcement." 

For all the noise being generated by the two campaigns 
most analysts believe it's unlikely that the China issue alon 
will sway many voters. In the last weeks of the presidential 
campaign, "China, most people are going to say, is out there 
it's important," says the National Committee on U.5.- 
Relations’ Holden, “but nobody has an answer." = 
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MEDIA 


Korea’s 


News 


Crusaders 


South Korean real-time news site, OhmyNews, has turned every 
citizen into a reporter. Now, the founder aims to export his success 


story overseas 


SOUTH KOREA'S MEDIA has been turned 
on its head by an upstart Internet news 
portal called OhmyNews. But can its rev- 
olutionary brand of citizen reporting and 
Internet-only delivery work elsewhere? 

It started, simply enough, with one 
man’s anger. When mainstream Korean 
newspapers in 1999 started writing about 
the massacre of Korean refugees at No 
Gun Ri by United States soldiers nearly 
50 years before, the story came as no sur- 
prise to local journalist Oh Yeon Ho. For 
one thing, the dailies were merely play- 
ing catch-up with U.S. news agency Asso- 
ciated Press, which had broken the story 
a few days earlier. For another, Oh had 
written a very similar story four years 
before: His story had appeared in a small 
left-wing Korean magazine called Mal, 
where it was largely ignored, and, unlike 
the AP story, won no Pulitzer prize. “| 
was just a proletarian of the media 
world,” he says. 

It was then, Oh recalls, that he 
decided that South Koreans deserved 
something better. No longer should they 
have to rely on what he saw as a con- 
servative media elite interested only in 
news that served their purposes. "It was 
a very sad thing for me,” says Oh of the 
fact that local media had ignored the 
No Gun Ri massacre for so long, writing 
on it only when a foreign news organi- 
zation started to dig. "Which is why | 


By Jeremy Wagstaff/ SEOUL 


decided to create a new kind of newspaper." 

His answer: An Internet Web site 
called OhmyNews, set up with $120,000 
worth of computers and software. Four 
years on, and at an overall cost of $1.5 mil- 
lion, it has become one of the country's 
most influential news outlets. Its tire- 
less coverage of Roh Moo Hyun in the 
2002 presidential election—a candidate 
largely ignored by the mainstream 
press—won it the first post-victory inter- 
view with Roh, nationwide recognition by 
millions of the president's young follow- 
ers and the grudging admiration of Oks 
foes, the newspaper barons. 

OhmyNews is in fact little more than 
a Web site, edited by Oh and his fellow 
editors, and filled by ordinary members 
of the public—what the left-leaning Oh 
calls "citizen reporters"—who submit sto- 
ries, comments, pictures and sometimes 
video by e-mail and from their cellphones. 
More than 30,000 of them regularly post 
pieces, and many more add their com- 
ments. A team of editors sift through the 
material, weeding out potential legal prob- 
lems and rewriting for readability, while 
a handful of full-time reporters add their 
own stories on the top events of the day. 
Many of those full-time reporters come 





from the ranks of contributors, usually 
after their talents have been spotted by Oh 
and his team. Kim Young Kyung, for 
example, attracted the attention of Oh 
after, as an unemployed history gradu- 
ate in the southeastern city of Pusan, cov- 
ering local stories ignored by the main- 
stream press. 

But the bulk of the material comes 
from the readers themselves: When pop- 
ular anger against the parliament sim- 
mered over earlier this year over its attempt 
to impeach the president, for example, mil- 
lions of people used their cellphones to 
access OhmyNews. Many of them, already 
part of the thousands of demonstrators 
cramming the streets of the capital, added 


OHMYNEWS HAS BECOME ONE OF THE COUNTRY'S 
MOST INFLUENTIAL NEWS OUTLETS 


content and comments: One item alone 
attracted 85,000 responses. 

All of this has made OhmyNews a 
household name in Korea and an impor- 
tant alternative source of news for Kore- 
ans frustrated by traditional media, but 
for its founder its lesson is far broader. By 
allowing ordinary people to submit news 
and commentary, OhmyNews offers an 
interactive, democratic style of reporting 
that complements and challenges the 
traditional media. It has more news-gath- 
ering muscle than many newspapers 
could afford, with thousands of citizens 
sniffing out stories. For sure, it has been 
known to be fast and loose with the facts, 
but it has influence, and, with widespread 
tech infrastructure, it’s a medium that is 
here to stay. 

“In Korea, generally we welcome this 
challenge because OhmyNews journal- 





ism claims a stance that is more about 
justice, open-mindedness and ‘everybody 
could be a journalist'," says Don Kim, a 
former reporter. Overseas, OhmyNews 
has won fans among those who see it less 
as a challenge to existing media and more 
a futuristic collaboration between the 
professional and amateur 
"OhmyNews is an experiment in tomor- 
row. So far, it's a brilliant one,” 
columnist Dan Gillmor in his recent 
book, We The Media. 

The site has attracted some advertis- 
ing and broke even last year. Now, Oh and 
his team hope to export the idea and 
squeeze some profit out of the shoe- 
string operation. Earlier this year he 
launched an English-language version 
of OhmyNews. For now, it takes contri- 
butions by e-mail, but engineers are work- 
ing on translating the Korean software 


worlds. 
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NEWS MAN: Oh's instant news site 
OhmyNews has caused a stir in Korea 


used on the local-language site so that 
citizen reporters across the w | can 
upload their contributions automatically 
says OhmyNews's international directo 

lean K. Min. Then, Min say 

pany hopes to sell the whole softwai 

package and its ( xperience | us 
tomer wanting to mimic the OhmyNews 
business model. “Potential customers will 
be buying not only software but the exten 
sive know-how OhmyNews has accumu 


lated in nearly five years of operations 


Min says. Oh says he has already found 
interest from news organizations in 
Norway, Japan and the U.S 
ACCESSIBILITY IS THE KEY 

While OhmyNews has found a place in 
Korean hearts, sceptics think it may not 
be so welcome abroad. The 

Korea's three main newspapers, which 
have dominated mainstream journalism 
and are so conservative that they reported 
little of the left-leaning Roh's presidential 
campaign. That kind of dominance ma) 
exist elsewhere, but not without somi 
form of independent media emerging as 
a counterbalance. “In the West, wi 
already have things like Indymedia and 
blogs," says Robert Koehler, an America: 
working as a translator in Seo who 
writes a blog on Korean polit ind 
culture. “One of the things that made 
OhmyNews so revolutionary in K 

was that there were previously no 'altei 


iative' news media 

Others point to the fact that Korea is 
one of the most technologicall | 
places on earth, where most pe 
a broadband Internet connection 
connected even when they're aw 
a computer, via a cellphone with It-in 

[his ma 


created a W 


hrowser and camera 
etration has 
‘always on," says OhmyNews 


jeong Wooh Hyeon. He says the infi 
structure is the fundamental p: 
recipe: "You can! have a factorv if voi 
don't have d well-paved | ad 
broadband is rolled out around the glob 
the instant-news medium will b: 
more accessible. 

rhe country s homogeneou > ( 
however, may make Ohmy News 
a peculiarly Korean phenomenon. W 
n trie 


most Koreans living 1 


tend to be absorbed bv the sa! 
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ON TOP OF THE ramen OhmyNews needs to raise the level of professionalism 


that some articles were misleading, but 
says, "We've started to be more careful 
about such issues". He says four libel 
cases have been filed against OhmyNews. 
The company has lost one but is appeal- 
ing against the decision. 

This could reflect something of a back- 
track in Oh's revolutionary journey. 
Before, he talked of ending the elitism 
of journalism, where *news is lecture," to 
where “news is debate." Now, he says, 
he is more careful to maintain reporting 
standards, in part by hiring an experi- 
enced journalist, 44-year old Jeong, as 
chief editor. Jeong sees his job as slowly 
raising the level of professionalism within 
the organization, while encouraging indi- 
vidual journalists to dig up stories other 
newspapers wont touch. "That's the 
power of OhmyNews," he says. 

The English version of OhmyNews 
looks very little like its Korean cousin— 
the front page is a melting pot of dif- 


kinds of issues, usually at the same time, 
resulting in one big fevered discussion. “| 
wonder whether it's exportable," says 
Yoon Young-Chul, professor of media 
studies at Yonsei University. "Korea might 
be a specific case." 

OhmyNews has its problems: There 
are accusations that its reporting is not so 
much journalism as polemic. Critics have 


is both wrong and incendiary, and would 
not pass muster overseas. Koehler, the 
American translator, says much of the 
OhmyNews coverage of the 2002 cam- 
paign was geared towards getting Kore- 
ans onto the streets, sometimes by skew- 
ing the facts. But in the absence of any 
credible alternative “younger Koreans... 
tended to believe what they read on 


ferent styles and topics, from night-time 
in Rome to Turkey's bid to join the Euro- 
pean Union—reflecting the different 
way the OhmyNews model may affect 
news coverage elsewhere. For now, the 
most lasting lesson Oh and his team can 
pass on is that it doesn't take much to 
start a revolution. “We can do anything 
so long as we have an Internet connec- 


said that a lot of material on OhmyNews OhmyNews, 















bm like ERER but it shares some of the same characteris- 
* tics. There are thousands of blogs written by everyone from chief 
. executives to teenagers, and while most concern themselves with 
personal affairs, others are political, and often seep into the 
z cater. Droves of bloggers attended the recent political 


ua. 
Mr 


L3 


en nate leader Trent Lott in eae of segregationist leader Strom 
' urmond until the mainstream dailies took up the story. And last 
r month, it was a blogger who first raised questions about the 

.. authenticity of documents used to support CBS presenter Dan 

p d Rather's report on President George W. Bush’s National Guard 
i process may not be quite the same as that of 
JhmyNews but the results are similar. As Paul Grabowicz, direc- 


" he says. Oh acknowledged 


JAS tha nau maria nrncramma at the | Iniversitv of California at- 


tion," he says. & 


news-media control of the information flow are rapidly fading." 
So much so, blogging is now on the cusp of becoming its own 
media business: Many popular bloggers make a modest income 
through advertising, while others become part of bigger media 
empires. In September an Internet-service provider, lured by the. 


advertising possibilities of a site with more than 100,000 readers 


a month, bought Canadian Jeremy Wright's business and tech 
blog, Ensight.org, for $15,000 and will pay him to keep it Mite 
That said, the individualism of blogs leaves the "citizen 

reporter" somewhat exposed: Bloggers who have written pieces 
their employers don't approve of often find themselves without a 
job, as these three recent cases illustrate: 

e Penny Cholmondeley lost her marketing job at the Nunavut 
Tourism agency after she posted artistic photographs of 

rubbish around Iqaluit, the far northern Canadian town where 
she was based. 

e Joyce Park of San Mateo, California, was fired from networking 
Web site Friendster.com for entries that discussed how the Web 
site's software worked. 
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like those that make 
juids glow — fade after coming into contact with pollutants. By soaking 


he Young Inventors Awards. For those who can see extraordinary ideas in everyday things. 
Te Te Quinto realised thot certain bacteria 


and recognising groundbreaking ideas like this, the Far Eastern Economic 
of filter paper with these bacteria, he achieved the same sensitivity 
ther 


Review, in association with HP. is calling for entries to the fifth annual 


Young Inventors Awards. Nominations are open to students in Asio ir 
high-tech detection devices at a microfraction of the 


cosi 
hereby offering a truly affordable testina method for countless 





every field of study. Winners will receive HP computer equipment and 
eople 


a free trip to HP Labs in California, while their represented 


schools will 
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NUTRITION 


Health Nuts 


Contradicting its ‘bad fat’ publicity, coconut oil 
is now believed to have an array of benefits 


By Erin Prelypchan/MANILA 


PUBLIC-HEALTH CRISES can have some strange benefits. Who 
would have imagined that a respiratory illness would lead to 
a boom in virgin coconut oil and a boost for coconut farm- 
ers? In the Philippines, the world’s largest exporter of coconut 
products, that’s been an unexpected outcome of last year’s out- 
break of Severe Acute Respiratory Syndrome. 

The Sars virus, which infected 12 people and killed two in 
the Philippines, drew attention to research by Dr. Conrado 
Dayrit, the head of the country’s top scientific research insti- 
tute, into the HIV virus that causes Aids. In 1999, Dayrit had 
found that the purest form of coconut oil could disrupt the 
protective coating of viruses, making them vulnerable to attack 
by the body’s immune system. 

Amid the Sars scare in early 2003, his son, Philippine 
Health Secretary Manuel Dayrit, suggested that virgin coconut 
oil could help fight the virus. Overnight, Dayrit senior became 
a media celebrity, demand for the oil soared and producers 
multiplied from a handful to 28 currently. “We didn't expect 
demand would be so big. We've been overwhelmed,” says Jun 
Mamangun, head of the Virgin Coconut Oil Producers and 
Traders Association of the Philippines. 

Dayrit cautions that, due to limited funding, his clinical 
trial involved only 15 Aids patients over six months. The 
viral load on their bodies dropped and the working of their 
immune systems improved while they were taking virgin 
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VIRGIN TERRITORY: Filipino workers gather mature coconuts 
that yield an oil with antiviral properties 


coconut oil. But until further trials include more people 
over a longer period, his research can only be considered 
preliminary, if promising. 

The Philippine findings add to a quietly growing body 
of research in the United States and Iceland that suggests that 
coconut oil is not only antiviral, but also antibacterial and anti- 
fungal. It has also been shown to boost digestion, immune 
activity and metabolism. And most surprisingly, it could help 
to prevent heart disease. 


COCONUT FARMERS, REJOICE 

Research shows that the virgin oil—extracted from the fresh 
white flesh of mature coconuts—is rich in a fatty acid called 
lauric acid. Lauric acid converts into a compound called mono- 
laurin, which fights lipid-coated viruses such as Sars and HIV. 
Monolaurin also destroys certain kinds of harmful bacteria and 
fungi. In fact, lauric acid has been extracted from coconuts for 
years to feed premature babies, to treat people with immune 
problems and for use in energy drinks. “Even if all you want 
is a pepper-upper, just take a tablespoon [of virgin coconut 
oil] in the morning,” says Dayrit. 

It's a reversal of fortune for an oil that was condemned 
as a cholesterol-raising, artery-clogging “bad fat,” losing to 
other vegetable oils like corn and soya. "Because coconut oil 
is primarily a saturated oil, it has been blindly labelled as bad. 
It is lumped right along with beef fat and lard," Bruce Fife, 
a nutritionist and proponent of the oil in the U.S., wrote in 
his 2001 book, The Healing Miracles of Coconut Oil. But lauric 
acid is a fatty acid that the body metabolizes quickly, converting 
the fats into energy rather than storing them as fat, he says, 
and it does not elevate undesirable cholesterol. As part of a 
balanced diet, it may even keep the heart healthy. 

All this is music to the ears of Philippine coconut grow- 
ers and millers. Most of the Philippines crop ends up as copra, 
or dried coconut flesh, which produces a crude oil that goes 
into making low-value-added products such as soap and deter- 
gent. Oil from copra sells for $600 per tonne. Virgin oil 
sells for $8,000 per tonne. No wonder Danilo Coronacion, 
who heads the government's Philippine Coconut Authority, 
estimates that total production of virgin coconut oil will 
double to 50 tonnes a month in a year's time. 

Coronacion says the coconut oil craze is just what's needed 
to rehabilitate unproductive acreage: 3596 of the country's 
coconut trees are unproductive or not producing to their 
full potential, and the total acreage under cultivation is only 
producing 2596 of its potential. The real excitement is among 
the small producers. Virgin oil is a low-tech product: Grate 
fresh coconut flesh, press out the milk, let the oil separate 
naturally and rise, then bottle it. The oil is clear, tastes faintly 
sweet and smells of suntan lotion. 

The next step is ensuring quality. The government and 
producers are debating the definition of *virgin oil" —the 
consensus seems to be that no chemical catalysts should be 
involved—and who can use the label. = 








| ts Winning Solution 
Blue C Orient Tea Company’ 


Recently, UPS sponsored a contest which asked REVIEW readers to solve 
the problems of hypothetical Asian company — Blue Orient Tea*. More than 


260 entrants submitted their ideas about how to help rescue Blue Orient 
Tea. After careful review, a respected panel of judges selected Rob Naylor's 
“Get out of hot water fast" strategy as the best solution to Blue Orient's 
problems. He is the winner of a brand new Canon A310 Digital Camera. 


The Winning Solution: 


Issues 


The product has a strong reputation which needs to address a rising cost base and 
may need a brand refreshment to maintain its position, combined with an initiative 
to generate increased consumption. Brand is profitable at current sales levels. 
Solution. Marketing — the product justifies its premium and retailers will always want 
higher margins whatever the product. 


Get over it 


The sales team need to be trained to understand how to sell value. Do a better job 
of training your sales team on product benefits. Do not discount — it begins a spiral 
of lost value. 


Introduce new variants — customers, distributors and retailers will be turned on by 
new low carb, low sugar variants at incremental margins. — don't be afraid to push 
prices up further and make the product more exclusive, and profitable. Your 
customers need your brand, and want your premium cash margin. New entrants are 
fakes with inferior products. 


Cost issues — Attack your cost base, not your product. The company requires a 
distributor who takes a partnership view and can guarantee competitive prices. 
| guess at this stage we should say call for UPS to look at our logistics' costs and ask 
their advice. Are there any opportunities for back loading fresh ingredients, or 
persuading suppliers to use one logistics supplier to reduce costs for all concerned? 


Further solution 


The company is paying dearly to transport and ship glass and liquid (mainly water) 
across Asia. Create a beautifully packaged sachet of raw, prepared or freeze dried 
product for the consumer to steep and chill at home. A pack might contain enough 
ingredients to make three litres of iced tea — and have a weight/volume ten times 
less than its liquid equivalent. 


Creates cost saving for consumers, lower logistics cost and, through careful pricing, 
incremental margins for retailers. 


Honorable mentions go to Rodolfo, Jnr. Santos, Shen-Yi Law and Johan Stuyt. 
You can read all the winning entries at: www.feer.com/ups/results.html 


We would like t 

thank the pane 
judges who took thet 
valuable time to iudge 
all the entries 
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David Plott. Editor, 
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Expensive Surfing 


Here’s how to thwart a scam that routes your Internet os 
connection through some remote, expensive island phone link ft 


SPARE A THOUGHT for the good people of Norfolk 
Island, Sao Tome and Principe, the Cook Islands, 
Tokelau, Diego Garcia, Wallis and Futuna, Nauru, 
Tuvalu, Comoros, Kiribati, Solomon Islands and 
French Polynesia, among others. Reaching these 
out-of-the-way places was never easy. And now, it 
may be getting even harder, thanks to bits of soft- 
ware called diallers. 

It's like this. Telephone calls to these places cost 
a fair whack—at least $5 a minute—so you'd prob- 
ably be quite careful if you were calling your Uncle 
Johnny in Kingston, Norfolk Island. But imagine 
you don't have an Uncle Johnny. Imagine you don't 
know anyone on Norfolk Island (population: 1,841), 
and you have only the haziest idea of its location. 
But your phone company says you called a num- 
ber there, or somewhere like it, and rang up sev- 
eral hundred dollars in phone charges. That's what 
has been happening to hundreds of people around 
the world, and they’re not happy. 

So who is making these calls? Well, actually, 
it may really be you, or someone in your family. 
What happens is this. You're surfing the Internet 
on your dial-up connection. (In other words, you 
don't connect using cable or a fancy high-speed 
ISDN connection, but by getting your computer's 
modem to dial a local number belonging to your 
Internet-service provider. It's slow, but it's the way 
lots of people still connect to the Internet.) There 
you may visit a Web site with a pop-up window, 
or receive an e-mail, that surreptitiously downloads 
some sneaky software onto your computer. 

That sneaky software will then, without you 
knowing it, cut your dial-up connection by hang- 
ing up the modem in your computer, and then dial 
a number to a modem on the other side of the 
world. You may not have noticed anything because 
the software is sneaky enough to silence your 
modem (you won't hear any of that “hordling” 
sound that usually indicates your modem is active). 
So you're surfing the Internet as usual, only now 
via a call to one of the most expensive places on 
earth. You've been a victim of Internet dumping, 
rogue diallers, dialler scams, modem hijacking, 
whatever you want to call it. The first you'll know 
of itis when you get your phone bill, inflated with 
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charges that will eventually end up in the pockets of an obscure 
company that set up the scam. 

This is not new. I wrote about it in 2000 and even then, the 
problem had been around for several years. But it has been get- 
ting a lot worse in the past year as part of a growing Internet crime 
wave, which this humble column has tried to keep readers abreast 
of. The scam can be lucrative for the perpetrators. In June, police 
in Spain arrested five men who had allegedly defrauded 45,000 
victims of some 35 million euros ($42.6 million). 

So what can you do about it? Well, conventional wisdom says 
you wont get hit if you dort use dial-up to connect to the Internet. 
That's not strictly true. You can only be sure of not getting hit if 
you don't have a telephone cable plugged into your computer. And, 
since some folks use computers for faxes, for dialling contacts 
or as an answer machine, they're all vulnerable. 

Can you protect yourself if you use dial-up? Yes, you can, 
but it's not as easy as it looks. First off, these scams use increas- 
ingly sophisticated methods to get aboard your computer. They 
can be as simple as a pop-up window on a Web site that asks some- 
thing innocent like: “Want to see our new catalogue?" In other 
cases the method might be just a nuisance window with nonsense 














~ Michael Sinjorgo of Jakarta takes me to 
.. task for my piece on organizing your 

. e-mail inbox (Get a Grip On Your Inbox, 
- - Aug. 12), and in particular my sugges- 
=. tion that you filter not just incoming 

| messages into folders, but outgoing 

.. messages, too: "Enjoy your articles but 
..;this one leaves me baffled! | have for 

-= many years practised the system of a 

-= very elaborate filter for incoming mails, 
-— sending them directly in the appropri- 

-ate mailboxes for future reading. 
However ... | have never managed to 

-.—- send my sent e-mails via the same 
system into the appropriate mailboxes. 
. Fuse Outlook Express and have Win- 

. dows XP. In your article you mention to 
make sure to make the same arrange- 
-ments for sent e-mails. Great stuff, 
but how do you do it?" 

Well, first off, | have to confess | 
don't use Outlook or Outlook Express 
for my e-mail, and now | realise why. 
After a bit of hunting around, Microsoft 
gave me the answer: You can't. "In 
Outlook Express, rules apply to incom- 


| Switch to a Soothing E-Mail Program 


ing mails only. We 
cannot create a rule 
which is applied 
to outgoing e-mails," 
writes an anonymous 
Microsoft support 
guy. “As far as | 
know, we have no plans to add 
the outgoing mail rule features in 
Outlook Express." 

| would agree with anyone who 
thought this was kind of dumb. Solu- 
tion: If you're really hooked on Out- 
look Express, trade up to Outlook, 
which, I'm assured, has filters, or 
what it calls rules, that allow you to 


move outgoing messages into folders. 


Or do what I do: Switch e-mail pro- 
grams to something like Courier 
(www.rosecitysoftware.com), which 
lets you filter all messages into fold- 
ers and colour-code them. Nerdy, but 
kinda soothing. 

Talking of trying different pro- 
grammes, quite alot of readers seem 
to be exploring new options in the 





browser field (Stack Up On Software, 
Sept. 9, 2004). Angeline Ng writes 
from Singapore that “I read a while ago 
your suggestions of some alternatives 
to internet Explorer and Netscape. 

| believe one of them was called 
Opera—which somehow 

stuck in my mind as | like opera, 
both the music and the 
cake—but cannot remem- 
ber the other one, nor your 
comments on them. Can 
you please enlighten?” 

Angeline, you're right, Opera is one 
of them, and the other is Firefox, which 
is now officially launched (well, it's 
called Preview Release, but don't be 
put off by that). 

Why is trying a different browser a 
good idea? For one, they tend to be 
more secure from attack than Internet 
Explorer; for another, they're rock 
solid—in my experience, more stable 
than Internet Explorer. And l'm not the 
only one to rave: More than 1 million 
people downloaded Firefox in less than 
100 hours after it was launched in 
early September. Both Firefox and a 
version of Opera are free. My blc og has 
a longer list of alternative browsers: 
http:/ /tinyurl. com/5hg8a. Take a dip. 
You won't regret it. 





€ inside that won't disappear with the usual mouse clicks. In frus- 
_ tration you may actually click on the pop-up window itself, which 
E Ipay be enough to trigger the dialler software. 
coo o Another problem: Having anti-virus software wort necessarily 
-work because these dialler programs are not, strictly speaking, 
though they might have got into your computer by pig- 
m a virus). Your firewall—which | know you all have 
stalled by now, otherwise I'm not doing my job—wortt help you 
much either because it Ma checks to see what data i is going in 





















jk “theres is software out there that can hel p: stopITnow 
n hittp://www.stopitnow.com.au/) does a pretty good job of 
ig the dialler demons at bay by monitoring the modem. 

or, Stuart Norton, warns that even experts can be fooled: 

ist and methods can be used to bypass in-built warnings 
dows. That can hard for some experts to accept, but in real- 

appens,” he says. 

I me about it: I downloaded one piece of software called 
| lerZapper, which is supposed to do the same thing as 
ow. Sadly the software itself—or at least the version I 


downloaded—contained sneaky code that: | 
infected my computer with what is called. s: 
ware: software that tries to send out in 
tion about your surfing habits or data that yo 
rather keep to yourself. 

The good news is that people are finally heg 
ning to do something about all this. In Ca 
lawyer David Thompson is bringing a class-at 
lawsuit against the country's largest telecomn 
nications company, Bell Canada, saying Bell should. 
have done more to prevent the scam. The c ompatly, 
as of August 1, is blocking calls to the six most pop- 
ular scam destinations. Other operators in Europe 
are following suit—lreland's Eircom in August 
blocked some 16,000 numbers, For good mez 
ure, Ireland’s telephone watchdog, the Commis 
sioner rfor! ee Regulation, \ Ww within 
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Norfolk island I doni dunk Unde oin y is is going 


to be getting calls for a while. @ | 
More musings at http://loosewireblog.c om 
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BANK CONSOLIDATION 


Little Urge to Merge 


Asia’s banks are too small, too inefficient and too numerous. Yet despite optimistic talk of mergers 
and acquisitions, getting them to get together is proving very difficult 


By Tom Holland/HoNc KONG 





ASIA HAS TOO many banks. Ask anyone 
connected with the financial-services 
industry and they will all say that the bank- 
ing sector in Asia needs to slim down. Too 
many banks mean too much competition, 
which encourages reckless risk-taking. 
That equals more bad loans, which erode 
profits, weaken local monetary systems 
and threaten depositors’ savings. 

Yet reducing the number of banks in 
Asia will be a long and arduous process. 
Consolidation seems far less urgent now 
than it did five years ago. Many of the 
weakest banks have already been weeded 
out and balance sheets are much stronger 
than they were as the region emerged 
from economic Crisis. 

Owners of private-sector banks, who 
are often families with controlling share- 
holdings, have little incentive to sell out 
and lose control. Governments frequently 
lack the political will to force consolidation 
among state-sector banks and accept the 
inevitable job losses that result. Equally, 
authorities are often reluctant to approve 
the sale of large equity stakes in local banks 
to foreign institutions with their enthusi- 
asm for cost-cutting and sometimes abra- 
sive management styles. 

But though not as pressing as before, 
bank restructuring is still important to 
Asia’s economic future. “Is consolidation 
necessary to secure the health of bank- 
ing systems in Asia? I’m not sure it is,” 
says Andrew Crockett, president of ] PMor- 
gan Chase International and former head 
of the Bank for International Settlements, 
the central bankers’ central bank in Basel. 
“But could banking systems be made more 
efficient through consolidation? Then yes, 
| think they could be,” says Crockett, who 
is also a senior adviser to the Chinese gov- 
ernment on financial-sector reform. 

Mergers and acquisitions can bring 
economies of scale, which reduce costs and 
boost efficiencies, argues Crockett. Big- 
ger banks are better able to access inter- 
national capital markets and to serve their 
major corporate customers across borders. 
They also tend to be more efficient at pro- 
viding commoditized services like mort- 
gages, car loans and credit cards to retail 
clients and can be better placed to benefit 
from cross-selling fee-based services like 
insurance and asset management. 

As economies around Asia open up, 
some policymakers are realizing that they 


WHY ASIAN BANKS 
STAY UNDERSIZED 


* Policymakers in Asia rec- 
ognize that having fewer 
banks would strengthen 
the financial system 


* But they are reluctant to 
let foreigners buy into 
domestic banks 


* And few banks in Asia 
have the capital to make 
cross-border acquisitions 











CAUTION: Tharman (top) and Crockett see 
efficiency as the main benefit 





must press forward with banking consol- 
idation, and if necessary embrace inter- 
national investors, no matter how unpalat- 
able the consequences. The alternative 
would be to see domestic banks relegated 
to a second division of local deposit-takers 
and small lenders, unable to compete as 
giant foreign competitors cream off the 
most lucrative clients and businesses 
Nowhere in Asia is bank reform more 
vital than in China. Although the sector is 
relatively concentrated, with the “big four’ 
state banks dominating business, practices 
remain archaic and deeply inefficient and 
banks are plagued by bad loans 
Although the authorities encourage 
inward investment in China's banks, fo: 
eigners have been cautious about buying 
in. "A small equity stake in a Chinese 


> bank is not a highly attractive proposi- 


tion," says Crockett, *unless it promises 


; an ongoing business relationship where 
* the foreign partner gets a greater degree 


of control and influence in developing 
particular business areas like credit cards 
or asset management." 

So far only HSBC has bought a size 
able stake in a major domestic player, with 
its August purchase of a 20% stake in 
China's fifth-largest bank, Bank of Com 
munications, for $1.75 billion. That deal 
was widely praised as a coup for HSBC 
It secured the largest holding allowed to a 
foreign investor, alongside what amounted 
to a state recapitalization to shift nonpe1 
forming loans off the bank's books 

Even so, many bankers doubt whether 
the deal will trigger a spate of similar pui 
chases. "The list of available targets that 
could be meaningful in a strategic sensi 
isn't that long,” says Gopal Menon, head 
of financial institutions for Asia at ING 
Financial Markets in Hong Kong 

One problem with China's big four 
national banks is their sheer size. Assum 
ing China Construction Bank, the first of 
the big four slated for privatization, is to 
meet international capital requirements 
then an investment of $1.75 billion would 
give a foreign institution only a 596 stake 
"That's a significant sum of money for a 
small stake in a bank you worit have much 
if any, influence over," says Menon 

A consortium of foreign investors, il 
one could be assembled, could together 
secure a larger stake, potentially up t 
2596. But while that would deliver >» 
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more board-level control, it would not 
solve the real problem, according to Sunil 
Garg, regional banking analyst at Fox-Pitt, 
Kelton in Hong Kong. "What you need 
is an efficient restructuring of the guts 
of the bank, not just at the top," says Garg. 
"You need the guy on the ground to 
understand how to price risk." 

If the big four banks are unattractive, 
that leaves a handful of joint-stock banks 
like Bank of Communications and a hun- 
dred-or-so provincial or city-level institu- 
tions as potential targets. So far, few deals 
have been struck. Last year, for example, 
Citibank purchased 596 of Shanghai 
Pudong Development Bank, while HSBC 
subsidiary Hang Seng Bank has bought a 
slice of Industrial Bank of China. 

According to analysts, however, 
dozens of foreign financial institutions 
are currently doing the rounds, holding 
exploratory talks with banks from these 
sectors. The potential buyers include not 
just United States and European giants 
looking to establish a toe-hold in the 
Chinese market, but smaller Asian banks, 
from places like Hong Kong, Singapore 
and Korea, searching for a source of 
growth outside their relatively mature 
domestic markets. 


RISKY PROPOSITION 

Despite the high levels of interest, buy- 
ing into China poses a big risk for these 
banks. For HSBC, a $1.75 billion stake in 
Bank of Communications cost little more 
than 196 of its market capitalization, a 
worthwhile punt. For banks like Singa- 
pore's DBS or UOB, acquiring a large 
enough stake in a Chinese bank to give 
them a measure of management control 
would eat up an uncomfortably large 
portion of their capital base. 

"The market would penalize them, 
because there would be no pay-off in the 
short term," warns John Wadle, banking 
analyst at UBS in Hong Kong. For even 
smaller banks like Hong Kong's Bank of 
East Asia, acquisitions in China would 
be "very, very difficult," he says. 

For Singapore's banks, Southeast Asia 
has presented a better growth opportunity 
so far. Singapore was one of the first juris- 
dictions in Asia to pursue banking con- 
solidation with an eye to the competitive 
landscape of the future, rather than as a 
fire-fighting measure following the crisis. 


MORE THE MERRIER? 


Taiwan, Thailand and Indonesia have the region's most fragmented 


banking markets 


HH Index 
2,250 


More consolidated 


Over recent years the number of domes- 
tic banks has been whittled down from six 
to just three today. 

Tharman Shanmugaratnam, deputy 
chairman of the Monetary Authority of Sin- 
gapore, denies that the government actively 
managed the consolidation process. 
Instead, he says, the flurry of mergers and 
acquisitions among domestic banks was 
the natural reaction to increasing market 
liberalization, both at home and in neigh- 
bouring countries. “We made clear the 
direction we were going in,” he says. “The 
banks saw and realized that opportuni- 
ties were opening up in the region and that 
they needed a certain scale.” 

But liberalization has its limits. The 
MAS has allowed foreign banks greater 
scope to operate in Singapore and it is 
encouraging domestic banks to acquire 
stakes in other banks around the region. 
But it baulks at allowing foreigners to 
buy meaningful slices of the remaining 
local banks. “It is quite clear in our minds 
that a healthy banking and financial sys- 
tem requires a few strong local players, 
rooted in the domestic market, headquar- 
tered here and with their top management 
here,” says Tharman. “We would not be 
comfortable with a banking market con- 
trolled by foreign players. That's not a com- 





Deposits 
| NE 


Less consolidated 
HH Index is the sum of the squares of the market share of all banks in the market 
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plete ‘no’ for the future, but at this point 
in time, we are not keen on foreign acqui- 
sitions of local banks." 

Sadly for the enthusiasts of cross-bor- 
der bank mergers and acquisitions in 
Asia, Tharman's attitude is echoed 
throughout the region. True, some coun- 
tries have been more open to the idea of 
foreign institutions taking control of 
domestic banks, often in the hope that for- 
eign investment will raise the game in 
local markets by introducing international 
standards of best practice. 

Earlier this year in Korea, for example, 
Citigroup took over Koram Bank for $2.7 
billion, though the acquisition encoun- 
tered bitter opposition from local trade 
unions. And in Indonesia, the authori- 
ties have indicated that Bank Permata, 
currently being sold by the government, is 
almost certain to be purchased by one of 
four foreign-led consortia, rather than by 
the last remaining local bidder. 

Nevertheless, foreign control of Asian 
banks remains the exception. And as long 
as governments in India, China, Thailand 
and elsewhere continue to frown upon 
foreign purchases of controlling stakes, 
there is little prospect of the great wave of 
cross-border mergers and acquisitions 
that some bankers like to predict. & 


TAIWAN 


The Laggard 


The most fragmented of East Asia’s banking 


markets may be on the brink of consolidation 


By Tom Holland/Honc KONG 


COMPARED TO its East Asian peers, Taiwan has a banking 
system locked in the past. The island suffered less than its 
neighbours during the financial crisis of the late 1990s, so 
tackling bank reform seemed less urgent. Today, Taiwan boasts 
50 banks to serve a population of just 23 million, in what 
observers agree is Asia’s most overbanked market. 

Now, however, the island appears to be on the brink of a 
major round of consolidation. With fierce competition erod- 
ing pricing power and profit margins, and many of the banks’ 
best corporate customers decamping to mainland China, 
where until now Taiwanese banks have been forbidden to fol- 
low, the authorities in Taipei are pressing for reform. 

There has already been some consolidation. Following the 
passing of a new law allowing the formation of financial hold- 
ing companies in 2001, there was a flurry of mergers and 
acquisitions. But that petered out early last year. 

“Now the government needs to go another round,” says 
John Wadle, executive director at UBS in Hong Kong. “But 
it won't be a sudden event. It will be a process over five 
years, leaving eight to 10 holding companies and maybe to 
other banks.” 

Even so, consolidation is likely to be traumatic. Currently, 
the Taiwanese banking sector is dominated by half a dozen big 





TREND-SETTER: First Commercial Bank is under new management 





state-owned banks, which are widely seen as bloated and 
inefficient and which are plagued by bad-loan levels approach- 
ing 10% or more. Their eagerness to compete on price squeezes 
the dozen or so smaller, but generally more efficient, private- 
sector banks which make up the sector's second tier. 

For a long time the government shied away from pushing 
for reform in the state sector, reluctant to accept the job losses 
that would inevitably follow. Now however, it is declining to 
participate in rights issues by state banks, in the hope they 
will bring in fresh investors, and refusing to license new 
branches, in order to prompt mergers. 

The authorities are also bringing in outside talent. Last 
year, the Finance Ministry caused a stir in the sleepy sector by 
appointing Steve Shieh, the respected president of privately- 
run Taishin Financial Holding, as president of the state-owned 
First Financial Holding and boss of its main subsidiary First 
Commercial Bank. 

Observers say the government is hoping that First Finan- 
cial will provide a model for state-sector restructuring, poten- 
tially taking over one or two of its less dynamic government- 
owned competitors. 


FEW PRIVATE BANKS WOULD BE 
WILLING TO RISK AN ACQUISITION 
WITHOUT A GOVERNMENT GUARANTEE 


For the time being, private-sector takeovers of government 
banks remain unlikely. Currently, few private-sector banks 
would be willing to risk an acquisition without a government 
guarantee that the state would absorb future losses from 
emerging nonperforming loans. “And that would look like a 
bailout,” says Clarence Koo, Singapore-based managing direc- 
tor of banking consultancy Mercer Oliver Wyman. 

With reform, however, private-sector acquisitions of 
state banks will become more likely, according to Jonathan 
Lee, director of financial institutions at the Taipei office of 
credit-rating agency Fitch. “When transparency improves, 
large private banks may find it easier to put a price on gov- 
ernment banks,” he says. 

One deal could make all the difference. If a well-run pri- 
vate bank like Chinatrust, with a 5% market share of deposits, 
were to buy a similar-sized government bank it would be 
enough to gain a dominant market share. “That would defi- 
nitely trigger a wave of consolidation,” says Lee. 

Mergers are unlikely to involve many foreign banks, how- 
ever, unless they can gain management control of their local 
target. United States financial-services giant Citigroup 
acquired a 1596 stake in Taiwan's Fubon in 2000, only to 
sell out again earlier this year. A source in Citigroup says 
the investment was too small to generate any appreciable 
value, contrasting the size of the U.S. bank's stake in Fubon 
with the near 100?6 ownership it gained earlier this year in 
Koram Bank of Korea. “Koram sends the signal that our strat- 
egy is to buy the bank, and buy it all so we can run it the 
way we want," says the source. = 


MAURITIUS 


laxing limes 


Citing a significant loss of revenue, Indonesia wants to 


renegotiate a double-tax-avoidance treaty 


By Michael Vatikiotis 

It wasn't exactly well known that in 2003 the tiny Indian Ocean 
republic of Mauritius was the largest single source of foreign 
direct investment in Indonesia. But one government official 
was well aware of it. In June, Hadi Poernomo, Indonesia's 
proactive director-general of taxes, ordered the cancellation 
of a tax treaty with Mauritius that has allowed investors to 
repatriate revenues and funds virtually tax-free since 1998. 

The tax department cited tax evasion as the reason for 
terminating the treaty, under which more than $4.5 billion of 
the total $13.5 billion in approved foreign investment officially 
entered Indonesia last year. The International Monetary Fund 
was also said to be concerned that the uniquely favourable 
withholding tax of 596 on dividends was a drain on state revenue. 
"It's clear that Indonesia has always been concerned about the 
low rate of taxation under the treaty," Sushil Khushiram, the 
Mauritian minister of industry, financial services and corporate 
affairs told the Review on the phone from Port Louis. 

But the move came as a surprise to tax consultants like 
Philip Shah in Jakarta, who said that it “reinforces Indone- 
sia's reputation as a relatively unpredictable venue for 
investors and lenders." More importantly, it sends a wrong 
signal at a bad time. Shah, an accountant who heads the 
tax committee of the International Business Chamber in 
Jakarta calls the move *a significant overreaction that will fur- 
ther damage Indonesia's reputation." 


GROWING SHARE 


Mauritius accounted for the bulk of FDI in Indonesia last year 





$ million 

Mauritius 51.5 65.4 523.8 
TOTAL 33,788 Oy 15.056 
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According to Khushiram, Jakarta “is prepared to discuss and 
negotiate a new treaty" before it expires at the end of this year. 
But this, he says, will undoubtedly result in a higher rate of tax 
and more transparency with regard to beneficial ownership. 

Why Mauritius? The island tucked away in the south- 
western margins of the Indian Ocean is more than eight hours’ 
flying time away and has no strong traditional trade or invest- 
ment ties with Asia. On closer inspection, a lot of the capital 
parked offshore during the financial crisis that hit Indonesia 
in 1997 has been finding its way back into the country via 





Mauritian-based special-purpose vehicles in the past 
three years. The immediate benefit of using a Mau- 
ritian holding company is that dividends earned in 
Indonesia and repatriated to Mauritius are liable 
only to a 596 rate of withholding tax. The prevailing 
rate of withholding tax on the gross amount of 
any income accruing from Indonesia outside the 
treaty is as high as 20%. It was also pretty hard 
for regulatory authorities to trace the precise own- 
ership of these holding companies. 

The treaty's termination or reinstatement with 
a higher tax rate affects some pretty high-profile com- 
panies. When the Fallaron consortium purchased 
51% of Bank Central Asia, Indonesia's largest bank, 
in 2003, it did so through a Mauritian-based com- 
pany called Farindo Investment (Mauritius). The 
company did not want to comment, but banking 
sources said the treaty's termination will hurt the 
bottom line because of the higher tax on dividends. 
Another major Indonesian corporation, Indofood, 
has already announced that it will buy back $280 
million worth of guaranteed notes issued through its 
Mauritian-based unit—because without the treaty 
the withholding tax on interest doubles to 2096. 


POTENTIAL BLOW 

The move is a potential blow to Mauritius, which 
has become a leading source of portfolio investment 
into India (at last count roughly $5 billion annually, 
according to Khushiram) and has been expand- 
ing its role elsewhere in Asia. Of the 250 funds and 
more than 20,000 global companies licensed in 
Mauritius, about a third benefit from tax treaties. 
Mauritius has double-taxation-avoidance treaties 
with China, Singapore, Malaysia, Thailand and 
India, amongst other countries—most of them in 
force since the mid-1990s. 

With its hybrid legal system based on French 
and English law and special legislation covering 
trusts and financial services, Mauritius has fended 
off classification as a tax haven. Mauritius now has 
an effective corporate-tax rate on companies of 396, 
and just this month a new banking law enhanced 
corporate governance and tightened up auditing 
procedures. The 12 offshore banks operating in 
Mauritius had combined assets of $4.6 billion as 
of April this year. In one of them, a branch of Bank 
Internasional Indonesia, the Indonesian govern- 
ment owns a 22% stake. 

In a similar bid to stem the loss of tax revenues, 
a public-interest litigant in India tried to sever that 
country's tax treaty with Mauritius, but the treaty 
was upheld by the Indian Supreme Court in 
October last year. The Mauritian government hasn't 
given up on Indonesia. "We've been through this 
before in India and we have a team ready to go to 
Jakarta," says Khushiram. & 
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PHILIPPINES 


The Services Spin-Off 


The multimillion-dollar redevelopment of a run-down neighbourhood in Manila gives some 
indication of the wealth effect that outsourcing is having on parts of Asia 


By James Hookway/ MANILA 


THE EXPLOSION OF outsourcing in Asia is enabling some 
rather unlikely businesses to dust themselves off and 
become part and parcel of the newly affluent call-centre 
industry. And few businesses are less probable than the place 
where Muhammad Ali fought Smokin’ Joe Frazier in the 
“Thrilla in Manila.” 

The Araneta Centre is the Madison Square Garden of the 
Philippines, complete with its own Hell's Kitchen of pawnshops, 
porn stores and tattered money-transfer offices dotting the 
streets nearby. Yet a new make-over plan for the Quezon City 
neighbourhood captures the transformation that the growth of 
the outsourcing industry has brought to English-speaking pock- 
ets of Asia, enabling some decidedly Old-Economy businesses 
to embrace a new source of income. 

“The people who work in these call centres are great 
customers,” says Jorge Araneta, a wiry 68-year-old who is in 
the midst of launching a multimillion-dollar redevelopment 
of his family’s oldest commercial property. Instead of hole-in- 
the-wall canteens and TV-repair shops, he is building luxury 
restaurants and swanky multiplex cinemas to extract wads 
of pesos from the pockets of Manila’s new generation of 
call-centre workers. 

“These people mostly live at home with their parents, and 
what they earn is their own disposable income,” he says. “They 
have money to go to the movies, and then have dinner some- 
where nice afterwards. They are a big part of our market.” 

Entrepreneurs in India, another major outsourcing des- 
tination, have already discovered the benefits of the call- 
centre rupee. The township of Gurgaon on the outskirts of 
New Delhi, for instance, is host to increasing numbers of call 
centres, and consequently, a mushrooming series of shop- 
ping malls where India’s new middle class browse books about 
feng shui and shop for expensive watches. Bangalore has 
new bars and restaurants, providing the southern city with 
some of India’s liveliest nightlife. 

Likewise, the arrival of the call-centre industry in the 
Philippines has enabled a broad array of businesses to pros- 
per. While rentals in expensive locations such as Toronto, Paris 
and Milan continue to fall, the cost of prime office space in 
Manila’s business districts climbed 5.8% year on year in the 
second quarter, according to CB Richard Ellis. Rents are 
projected to grow another 12% in the short term. 

Transport companies and restaurants, meanwhile, have 
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CASHING IN: Jorge Araneta has grabbed the outsourcing opportu- 
nity to redevelop the Araneta Centre (top right) and Coliseum 


discovered a new clientele to cater to—a young, high-spend- 
ing group of consumers who work through the night on U.S. 
time, then play hard in the morning when most other Filipinos 
are trudging to work. 

Economists are beginning to take a long, hard look at 
the Philippines' outsourcing boom. On August 31, Credit 
Suisse First Boston said that in call centres and other cleri- 
cal services, the Philippines may have found a new economic- 
growth driver. In a recent study, BNP Paribas predicted that 
the provision of customer-care and other services would grow 
from $173 million in 2002 to $10 billion over the next seven 
years—accounting for 1396 of the country's present GDP. 

Many people in government and in the private sector 
believe “offshoring” provides the usually laggard Philippines 
with an opportunity to get a leg up the economic ladder. And 
in many ways, the evolution of the Aranetas from one of 
Asia's wealthiest sugar exporters to a major retailer mir- 
rors the Philippines' own shift from an agrarian to a services- 
based economy. 

Before World War II, the Aranetas' business interests 
were focused on four mills on the sugar-growing island of 
Negros. At one point, the family accounted for 1296 of the 
Philippines' total sugar output. The family still ranks among 
the country's wealthiest. 
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Their diversification into retailing came almost by accident, 
Araneta says. His father bought a plot of land on the out- 
skirts of Manila. At the time, there was nothing there apart 
from banks of tall grass and a thicket of wispy radio trans- 
mitters. The 12-hectare plot, however, was right at the inter- 
section of two major highways, and it was here that Don Jose 
Amado Araneta decided to build the Araneta Coliseum. 

Shopping malls, a theme park and wet markets soon fol- 
lowed, eventually becoming a central part of the city as 
Metro-Manila spread further and further out from the shore- 
line of Manila Bay. The 1975 Ali-Frasier fight sealed the 

€ Araneta Centre’s reputation as one of the Asia's most 
dynamic commercial hubs. “When I travel to the United 
States, I just have to mention the fight and people remem- 
ber where Manila is,” Araneta says. 

The Araneta family, however, put further development 


plans on hold after former President Ferdinand Marcos di 
martial law in the 1970s. These were unstable times 


Philippines. The economy softened and didn't begin to per! 


until Marcos was overthrown in 1986. Even then, ther 


exactly a smooth passage to recovery. When the Aran 
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ily planned to develop a new office building near the / 
Centre, their prospective partners pulled out after a : 


attempts to oust former President Corazon Aquino 
[n the meantime, the neighbourhood where the 


Manila was fought became a byword for urban 
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the countryside to seek their fortune in the hazy light 


the big city. The streets around the Araneta Coliseun 
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ing X-rated films. Contract workers while away their tim: 


I 


before leaving for jobs as domestic helpers or labourer 
Hong Kong and the Middle East. 

Now, Araneta is hopeful of winning over a newer br: 
global worker—the tens of thousands of Filipinos wh: 
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found a career in answering phones or performing back-ofi 


tasks for American or European companies. "The rei 
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lions of pesos of his family's money into rebuildinj 


Araneta Centre. The cornerstone is the Gateway Mall 
floors of cinemas, restaurants and boutique stores toppe: 


by several more stories of office space, much 
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those opening a restaurant there to compete with the 
fast-food fare, and other shopping outlets and markets ne 


are also being spruced up. 


The family business drafted in foreign consultants to hel] 
come up with a development plan for the area, 


everything from identifying markets to traffic 1 


The consultants, Baltimore-based RTKL Associates 
ally came up a project to refurbish the 20,000-seat 
Coliseum and build a shopping mall connecting 
transit railway lines that intersect nearby. The famil: 
ing 2.5 billion pesos ($44.4 million) in the project 
Still, for the time being, the family isn't pla: 
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A Fine Balance 


High oil prices and a poor monsoon stohe inflation but 
raising interest rates could chohe off investment 


By John Larkin 
India has banished an era of economic lassitude, 
once dubbed the "Hindu rate of growth," and is 
now one of Asia's best-performing economies. But 
there's still much work to be done before the 
region's fourth-largest economy starts generating 
millions of desperately needed new jobs. In May 
the Bharatiya Janata Party government was thrown 
out of office after failing to show how the booming 
technology sector could spur job creation outside 
the narrow confines of the educated elite. 

The same difficult challenge faces the new 
Congress Party-led ruling coalition helmed by 
Prime Minister Manmohan Singh, one of the 
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architects of the economic reforms in the early 
1990s that helped end the era of low growth. 

While market confidence is high in Singh's 
determination to nurture further economic 
reforms, he faces a daunting task. Last financial 
year's remarkable 8.2% growth rate touched off 
optimistic predictions that the era of sustained high 
growth had arrived. But much of that impressive 
growth figure was due chiefly to a bountiful 
monsoon, say economists. The rains boosted the 
agricultural sector, which accounts for 2296 of 
India's GDP and sustains 6096 of its 1.1 billion 
people. Prosperity on the farms fuelled demand in 
the industrial and service sectors. 

This year is likely to be tougher. Inflation has 
risen sharply on rising global oil prices, which have 
also pushed up the cost of doing business. On 
top of that, this year's monsoon has been weak, 
with poor rainfall during the main planting month 
of July. In September the Asian Development Bank 
cut its estimate of India's growth rate this financial 
year from 7.496 to 6.596. It was the latest in a series 
of revised forecasts. 

Rajeev Malik, an economist at JPMorgan in 
Singapore, has cut his forecast to 696 to reflect the 
unfavourable climate. While he describes that level 
as "not bad" for India, he argues that the dip in 
economic performance makes it even more 
important for Prime Minister Singh to follow up 
his pro-reform rhetoric with action. He sees the 
need for action to reduce import tariffs, cut the 
consolidated budget deficit now standing at 1096 
of GDP and broaden the tax base. “India’s whole 
experience has been that talk is pretty cheap,” says 
Malik. He adds that rather than focus on soaring 
GDP, the government should focus on getting 
reforms right “so that incentives are created and 
companies react to those incentives.” 

Rising inflation complicates that task. It has 
nudged up through the year, and on September 
11 reached 7.9% after touching a three-and-a-half 
year high of 8.3% in August. Ideally, the Reserve 
Bank of India would raise interest rates to rein in 
inflation, which most economists expect to rise 
further before falling next year. But the government 
has come out against a quick rate hike, with Singh 
commenting recently that lifting rates wasn't the 
“proper answer” to combating rising inflation. The 
government fears higher rates would smother any 
recovery in investment and hurt the holders of 
its bonds. 

“The first step is to reduce liquidity, and that 
should dampen inflation,” says Mukarram Bhagat, 
a managing partner at ASK Raymond James in 
Mumbai. He believes some liquidity will be sucked 
in by rising bank credit, before a central-bank move 
on rates perhaps next April. & 
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Jennie Chua’s interest to learn Tai Chi could be 
traced back to her Buddhist beliefs. At work, 

she successfully leads a global hotel chain, flying 
the flags of the legendary Raffles and Swissotel 
brands. New insights built from a foundation of 
heritage - which is also the reason why she’s AE 
a fan of Nátional Geographic Channel. 


NATIONAL a a 
GEOGRAPH IGra 


r 


r, 
"es 





| Prices & [rends 


STOCKMARKETS COMMODITIES 





Dow Jones Global Indexes Local Indexes es 

Index (Sept.27) %chg YTD (Sept. 27) Mkt Unit Latest %chg YTD 

| (Sept. 27) %chgYTD Australia 3,632.80 +9.89 Aluminium Ldn $/tn 1,810.00 +12.84 

Australia | 228.9 *463 Bangkok 646.78 -16.24 Cocoa NY $/tn 1455.00 — -3,96 

China88 — 125.10 7.83 Bombay 5,1181 -5.60 Coffee NY c/Ib 86.00 +3241 

HongKong |. 228.17 +5.24 ^ Colombo 1449.59  +36.48 Copper NY c/Ib 13280 +31:80 

anena 6041 +9.84 Hong’ Kong’ 13,021.90 +355 Cotton NY c/Ib 48.05  -35.99 

Japan | . 79.0 — *18! — Jakarta 815.58 — «1788 Gold Ldn $/oz 40920 -1.93 

Malaysia - 111.68 *2.82 Karachi 5,125.04 +14.61 Oil: Brent — dn $/barrel 45.93 «52.24 

NewZealand —— 20269 +121- 848.28 +6.84 Palm Oil KL Ringgit/tn 1,433.00 -19.22 

. B0.19  +23.92 1,760.33 . 522.04 Pulp FOEX $/tn 619.440 «10.71 

148.18 . *1.25 832.10 +2.64 Rice Bnk  $/tn 231.00 «14.36 

112.11 +5.33 1,983.39  +12.40 Rubber KL Mc/kg 458.00 -3.07 

1095 — -208. 5.849.22 -0.70 Soyabeans Chg c/bushe| 53100  -33.02 

q 65.19. pe okyo — 10,859.32 «171 Sugar NY c/lb 9.03 «59.26 

U.S. Total Market — 261.70 -0.37 Wellington 2,810.74  +14.71 Tin KL $/tn 8,965.00 «35.63 

Euro Stoxx 50* — 2,725.10 -1.29 DIA 9,988.54 -4.45 Wheat Chg c/bushe| 320.50 -14.99 

FTSE 4,541.20 +1.44 AIG - Dow Jones Commodity Index 150.34 +1114 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Teierate Sources: MoneyLine Teterate: Routers; Dow Jor 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Japan (0.13% on week) 

(Sept. 27) GDP | CPI Current acct | Trade balance — !-mth interbank | Prime rate ¥/$ 
Australia — 37(unOt) +2.5(JunQtr) — -3444(un) -1728 (Jul) 5.29 9.50 109.5 

China 9.6 (Q2 '04) *5.3(Aug) +45.88 (2003) 16.42 (Aug) 3.77 n.a. 

EU . |  23(02'04 +2.3 (Aug) +39.88 (Q2 '04) -0.81 (Jul) 2.10 n.a. 109.6 

Hong Kong 12.1 (Q2 04) *0.8 (Aug) +13.57 (Jun) -13.61 (Aug) 0.96 5.125 

India 8.2 (04 '03/'04) +3.2 (Jul) +4.56 (Mar) -18.20 (Aug). 6.00 10.63 

Indonesia 4.3 (Q2 '04) +6.7 (Aug) +4.70 (2003) +25.36 (Jul) 7.39 7.39 109.7 

Japan | 42(02'04) -0.2(ul) ^ *153.66(Ju)  *116.16 (Aug) 0.07 1.375 

Malaysia 8.0 (Q2 '04) +1.4 (Aug) +13.41 (Mar) — *18.16 (Jul) 2.83 6.00 109.8 

New Zealand  3.6(01'04) *2.4 (Jun Qtr) -4.69 (Jun ^  -2.18 (Jul) 6.52 6.71 

Philippines 6.2 (Q2 '04) *6.3 (Aug) *4.49 (Jun) -1.58 (Jul) 7.64 10.639 

Singapore 12.5 (02 '04) +1.6(Aug)  *28.07(Jun  *28.85 (Aug) R26 5.50 109.9 

South Korea — 5.5 (Q2 '04) +4.8 (Aug)  +34.82 (Aug)  +30.58 (Aug) 3.53 3.53 

Taiwan 7.7 (Q2'04) +2.5 (Aug)  +25.80 (Jun) +12.23 (Aug) 1.04 0.75 110.0 - 3 f 
Thailand 6.3 (Q2 '04) *3.1 (Aug) +7.15 (Jul) +1.84 (Jul) 1.74 5.75 ae ANT d 

t UE UL 728102009 +2.7 (Aug) -428.50 (Jun) -545.99 (Jul) 1.76 4.75 September 
Source: Government Statistics Seurce: Maneyiine Teer 


FOREIGN EXCHANGE 


Key Currencies 
(Sept. 27) $1 worth Spot rate 96 chg YTD (Sept. 27) $1 worth Spot rate % chg YTD 
Australia dollar 1.4006 -5.23 Mongolia* tugrik 1,202.00 -6.32 
Bangladesh taka 59.40 -1.52 Nepal rupee 72.00 +139 
Brunei dollar 1.6908 +0.86 New Zealand dollar 1.502 +1.64 
Burma** kyat 950.00 -6.32 Pakistan rupee 59.12 -3.32 
Cambodia* * riel 3,995.00 -3.55 Papua New G. kina 2.994 * 10.26 
China renminbi 8.2765 0.00 Philippines peso 56.40 -1.57 
European Union euro 0.8133 -2.42 Russia** rouble 29.215 +0.09 
Hong Kong dollar 7.7993 0.46 Singapore dollar 1.6903 «0.43 
India rupee 45.96 -0.79 South Korea won 1,149.00 *3.74 
Indonesia rupiah 9,175.00 -8.38 Sri Lanka rupee 103.30 6.20 
" Japan yen 111.27 -3.65 Taiwan NT dollar 33.995 -0.08 
Laos** kip 10,845.00 -3.78 Thailand baht 41.485 4,62 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,755.00 -0.62 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0608 S$ = ringgit 2.247 SDR = $1.466 *Official rate — **Unofficial rate Sources: Money 
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AS IT WAS: Conditions were hard for many Jews in Shanghai. This picture shows a communal kitchen in 1946 
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Shalom Shanghai 


The city provided refuge to Jews fleeing Nazis in Europe. Now the former Jewish ghetto is 


proving to be a tourist and investment draw, and it looks set to be preserved 


| HE DIORAMA in the city-planning office here depicts the glass- 
and-steel future of Shanghai—old neighbourhoods levelled to 
make way for block after block of glittering office towers and 
new tourist attractions like the world’s largest Ferris wheel. The 
one odd note is a single street of tenement houses, most with- 
out indoor plumbing, at the end of which sits a model of a 75-year- 
old synagogue, unused for worship for more than 50 years. 

“Real-estate people, they don't like this,” says Pan Guang, a 
Chinese scholar of Jewish history. “They say, ‘Why do you keep 
this dusty area? We should use it to make money.’ But you can 
always build ro hotels. You can't build an old synagogue.” 

In its headlong rush into the 21st century, Shanghai has run 
into an unlikely roadblock: Jews. From 1938-45, about 25,000 Jew- 
ish refugees, mostly from Austria and Germany, lived in Shang- 
hai. Many crammed into tenements in the city's Hongkou district, 
abandoned by Chinese fleeing Japanese invaders. The Jews set up 
a thriving community of synagogues, schools, cafes, theatres 
and clubs that was dubbed *Little Vienna." But most of the refugees 


By Jonathan Kaufman/SHANGHAI 


departed soon after 1945 for the United States, Aus- 
tralia, England and Palestine. 

Now, responding to appeals from overseas Jew- 
ish investors and realizing that its one-time Jewish 
ghetto could be a tourist attraction, Shanghai offi- 
cials plan to preserve part of Hongkou and turn it 
back to the way it looked 70 years ago. 

“Most Chinese think Jews are very smart, very 
wealthy and have a big influence over U.S. policy,” 
says Pan, who runs the Centre for Jewish Studies 
at the Shanghai Academy of Social Sciences. “The 
[city's] leaders think Jews can help China's economic 
growth, that more and more Jewish businessmen 
will come in. They want to make a more favourable 
environment for Jewish investment." 

The preservation drive puzzles many Chinese 
residents of Hongkou. "They should tear it all 
down—there are no bathrooms, it's really incon- 
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venient," says Wu Peilin, 79, who lives in an 
apartment once occupied by Jewish refugees and 
every day carries her chamber pot down the street 
to empty it out at a public toilet. Wu moved into 
her apartment in 1948 and remembers having Jew- 
ish neighbours. “I hope they come back and buy 
their apartments back," she says. "Then I can move 
to a nicer place to live." 

The Jewish influence in Shanghai stretches 
back more than 160 years to Britain's triumph in 
the First Opium War (1839-42), which opened 
Shanghai to British and other traders. Among 
the first to arrive was David Sassoon, an Iraqi 
Jew and opium importer. The Sassoon family 
became one of Shanghai's 
wealthiest and built the art 
deco Cathay Hotel—now the 
state-run Peace Hotel—on 
Shanghai's famous water- 
front. A Sassoon employee, 
Elias Hardoon, helped 
develop Nanjing Road, 
Shanghai's main shopping 
street, and built his mansion 
and elaborate formal garden 
along it. That site, occupied 
today by a massive Soviet-era 
exhibition hall, is prime real 
estate. Another Jewish fam- 
ily, the Kadoories, built the 
palatial Marble Hall, now a 
showcase for children’s per- 
formances and classes. 

Europe's anti-Semitism 
of the late 19th and early 
20th centuries found no echoes in China, where 
few Chinese distinguished between Jews and gen- 
tiles. “Many Chinese didn't like Sassoon because he 
was involved in the opium trade,” says Pan. “But 
it wasn't anti-Semitism, it was anti-British. People 
thought of him as a British colonialist.” 

As the Nazis gained power in Germany and 
then Europe in the late 1930s, Jews fled to Shang- 
hai because—unlike the U.S. or Britain—the city 
didn't require an entry visa; it had long been con- 
sidered an “open city” ruled by foreign powers, 
including the British, French and Americans. 

Japan invaded China in 1936 and soon occu- 
pied Shanghai. In 1943, under German pressure, 
the Japanese moved thousands of Jews into a 
mile-square ghetto in Hongkou. Although 
crowded, conditions there weren't nearly as dire, 
or as deadly, as in the ghettos in Europe. Jews 
worked and travelled freely throughout Shanghai. 
Wealthy families like the Kadoories gave money 
to schools to educate the refugees and helped to 
house them. 





A BIT OF HISTORY: Tourists in Shanghai's old Jewish district 


When a Gestapo official met Japanese officials to discuss 
a “final solution" for Shanghai's Jews by building concentration 
camps or putting them on ships and sinking them in the 
Yangtze River, the Japanese demurred—in part, historians spec- 
ulate, because they believed the Jews might one day provide a 
bridge to the U.S. 

Some Chinese treated the Jewish refugees like kindred spir- 
its. “We Chinese suffered a lot under the Japanese and the Jews 
were suffering too," says Wang Fuliang, 85, who worked as an 
accountant in a café that also employed several German Jewish 
refugees. When the war ended, one of the refugees sold Wang his 
small house in Hongkou for a bar of gold. 

Most of the Jewish refugees left Shanghai after World War II 
and the communist takeover of China in 1949. Over the years, 
the communists demol- 
ished five of Shanghai's 
seven synagogues to make 
way for new buildings, the 
latest in 1995. The Ohel 
Moshe synagogue in the 
heart of the old Jewish 
ghetto was closed down, 
with the top floor turned 
into a small, threadbare 
museum on Jewish life in 
Shanghai. Wang became 
the museums curator 

Recently, however, more 
and more Jewish tourists 
from the U.S., Europe and 
Israel have come to 
Hongkou, some looking 
for the homes they or their 
parents or grandparents 
lived in during the war. Dvir 
Bar-Gal, an Israeli photo-journalist who conducts tours of Jewish 
sites in Shanghai, says he has taken more than 500 tourists to 
Hongkou so far this year. 

Chinese preservationists embrace the new Jewish interest 
in Shanghai. “The government listens to foreign people more 
than to Chinese people on these issues,” says Ruan Yisan, an 
architecture professor at Shanghai's Tongji University who has 
been asked by the city government to come up with a plan to pre- 
serve parts of the old Jewish ghetto. 

Several Jewish developers have already discussed plans for 
the area with Shanghai officials. In July, W. Michael Blumenthal, 
the former U.S. Treasury chief and head of Berlin's Jewish Museum, 
flew to Shanghai to discuss such plans. Blumenthal, a refugee from 
Germany, lived in Shanghai for eight years and has returned sev- 
eral times to show family and friends where he lived. 

“It is amazing to me that our little backwater, which is a foot- 
note to history, would excite so much interest,” says Blumen- 
thal. “I think the Chinese now realize that Jews played a sig- 
nificant role in the history of Shanghai and the building of 
Shanghai. They feel a particular bond to that part of their his- 
tory. And they understand that the Jewish angle is a good pub- 
lic-relations angle." = 
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China sees its ties with Taiwan as deep and 
ancestral. But a new booh argues that the island 
is really just a victim of Chinese colonialism, 


writes Macabe Keliher 


"WHAT IF we were to understand the 
China-Taiwan issue not simply as 'left- 
over' from the Chinese Civil War [of 
1949], as the People's Republic of China 
asserts, but also as ‘leftover’ from the 
history of Qing imperialism? How 
might our perspective on this issue 
change if we were to name the Qing 
presence on Taiwan 'colonial?'" (d ti PW 

This is the provocative question-  [ Taiwan's Imagined 
ing that Emma Teng, an associate Geography: Chinese 
professor of Chinese Studies at the c Lice 

: ng and Pictures, 

Massachusetts Institute of Technol- 4683-1895 } by 
ogy, presents in her book Taiwan's Imag- Emma Jinhua Teng. 
ined Geography: Chinese Colonial Travel Harvard University 
Writing and Pictures, 1683-1895. Press. $49.50 

It is not a debate encouraged by 
Beijing, which firmly regards Taiwan as a renegade province 
‘MUD BALL: Qing officials viewed Taiwan as beyond the pale of China, but refreshingly, Teng divorces the relationship 
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FLASH | POINT 


The Pentagon tells us in its latest ing from all angles the problem of what the U.S. can do to prevent a deteri- 
assessment of China's military capabili- Taiwan's relations with China. oration in cross-strait relations, and says 
ties and intentions that the balance of The book explores the bottom line for Taiwan could not on its own thwart a 


power in the Taiwan Strait "is steadily Beijing and for Taiwan. In Taiwan's case, Chinese military assault, no matter what 
shifting in China's favour." And Wendell X it is survival. Taiwan worries about its weapons it buys. But Romberg argues 


Minnick, Jane's Defence Weeklys corre- growing dependence on the mainland that American arms sales are justified in 
spondent in Taiwan, writes that "most economy and about how the United that they would raise the initial cost of 
analysts estimate that China's military ^ States will respond to the steady rise of 1 any Chinese attack and, if deterrence 
strength will surpass Taiwan's defence ^X China's power. China's priority is to fails, would stave off defeat until the U.S. 
capabilities by 2005." prevent Taiwan from being given a place was able to act. 

Given this urgency, it's helpful to within the community of nation states. Other chapters discuss China's 
turn to Peace and Security Across the Alan Romberg of the Henry L. Stim- ability to take military action as well as 
Taiwan Strait, by Steve Tsang, a senior son Centre, an independent public-policy various scenarios, including a blockade, 
research fellow at Oxford University, institute, cogently presents the complex- precision strikes and using the main- 
who has collected contributions from ity of the triangular relations among land's growing economic strength to 


cinnlnoicte nn thraa cantinante ovamin- Wachinoton Raiiino and Tainai Ha acke chatlea aff anu hana nf Taiuan'e ceininial 


of the island and the mainland 
from the now stale arguments 
over reunification, or whether 
or not Taiwan is part of China, 
and grounds it in the tantaliz- 
ing history of Chinese imperi- 
alism. She draws on Qing 
dynasty (1644-1911) travel writ- 
ing and paintings to argue 
that China effectively colonized 
the island. 

Before 1684, rulers in Bei- 
jing, whether they were of the 
Ming, Qing or Sui dynasty, 
wanted nothing to do with what 
Qing court officials called “a 
mud ball in the sea.” Even the 
mainland’s decision to occupy Taiwan in the r7th century met 
furious opposition from those (including then Qing Emperor 
- Kangxi) who wanted to depopulate the island and “cast it back 
to the rocks and waves.” 

. This is the crux of Teng's argument in viewing Taiwan- 
. China relations as a product of Qing expansionism, rather 
than as a matter of vague “ancestral ties,” as she puts it. 

Teng makes adroit use of a growing body of literature stig- 
matizing China as a colonial conqueror—rather than a victim 
of European colonialism—and incorporates the importance 
of Taiwan into the debate on Chinese expansionism. 

In 1644, China’s Qing rulers inherited from the preced- 
ing Ming dynasty an area only half of what we know today 
as China, Under the Qing, that area doubled to encompass 
Tibet, Xinjiang, Manchuria, Mongolia and Taiwan. This 
new expanse of land came to be known as China by sheer force 
of occupation and colonial rule. 

Taiwan was effectively brought into China’s sphere of rule 
in 1684, following the defeat of the last clutch of anti-Qing 
t political and military rebels who had fled to the island some 





CLOSE ENCOUNTERS: Chinese painting of 18th-century Taiwan 















20 years earlier. ; 

After two centuries of ac 
lengthy and often violent. 
process of assimilation and 
pacification, Taiwan had be- 
come a "land of green gold." 
When China failed in its 
first test of modern war and 
lost Taiwan to Japan in 
1895, scholars and officials - 
lamented the loss. 

Teng argues that over the 
course of those 211 years of - 
Chinese occupation, Taiwan 
went from mud ball to cher- 
ished pastures through a shift 
in the “imagined geography” 
of China. This shift facilitated “the disappearance from the 
Chinese collective memory of the pre-Qing conviction that 
Taiwan was ‘beyond the pale.” 

Teng charts the perceptions of Taiwan in the Chinese 
psyche through the literature produced by officials and ^ 
literati across these two centuries. Much like Edward Said’s 
Orientalism—to which she pays ideological homage—Teng 
shows how depictions of Taiwan as “a savage land beyond 
the fray” allowed China to occupy the island and impose 
its own system of social order and education upon natives — 
and settlers so that “savage society would come to resernble = 
Chinese society, the model for civilized society." P 


"The impact of Qing expansionism," Teng writes, "con- 5 a 
tinues to be felt by people of Tibet, Xinjiang, Taiwan, and other = - 


former frontier regions.” As the book implies, a process of 


umane 


decolonization is now long overdue for Taiwan. & 
Macabe Keliher is the author of 
Out of China: A History of r7th-Century Taiwan, 


His most recent book, Small Sea Travel Diaries: Yu Yonghe's 
Records of Taiwan, was released in September 











Always Leave a Calling Card 


These days, even gangs of robbers know the importance of building 
a client base by making the most of branding techniques 


TODAY'S BUSINESS TOPIC is branding. Do 
your customers know the difference between 
the branded services you provide and those of 
your rivals? 

Let's see how the experts do it. Bandit 
gangs in rural India fully realize the impor- 
tance of "positioning" in the services indus- 
try. Professional dacoits—bandits—person- 
alize crime scenes so that the clients (victims) 
know exactly who to credit, er, blame for 
offences committed. 

Arguably the most successful is the noto- 
rious Underpant Gang of Gujarat, known 
locally as the Chaddi Banian Dhari. Pouring 
scorn on the standard robber technique of dis- 
guising themselves with black clothing and 
masks, they remove their clothing before every 
raid. (Deep down, they are shy lads, and always 
protect their modesty with Y-fronts or boxers.) 

Despite heavy competition in their princi- 
pal market of south Gujarat, the Underpant 
Gang has quickly become a recognizable brand. 
A sure sign of this is the fashion they have 
triggered among the criminal classes, with 
many robbers, muggers and housebreakers now 
turning up for work in jaunty pants and singlets. 

Other competitors in the area are creating 
their own trademarks. The Forgotten Tool Gang 
always leaves a grey screwdriver at the crime 
scene. The first time this happened it was in 
fact an embarrassing slip-up by the gang. But 
bosses announced it was corporate policy to 
leave a grey screwdriver at every crime scene, 
thus saving face and creating a brand. 

Police are trying to keep up. “If vegetables 
are scattered around, it could be a Sansi Gang 
break-in,” says Sub-Inspector J.J. Chavda of 
Kamrej police station, who has noticed the pres- 
ence of alien vegetables at screwdriver-free 
crime scenes lately. Victims have been com- 
plaining: "My jewels are gone. But I've found 
half a kilogram of aubergines and an endive 
salad I don't remember buying." Since most 
people in the region are vegetarians, the Sansis 
probably stand to become “robbers of choice" 
among the victim classes. 

Perhaps the oddest is the all-female Call 
of Nature Gang of Andhra Pradesh. Its mem- 
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bers break into living rooms and then use them as restrooms. Some police 
reckon a bizarre superstition leads them to believe this action makes them 
immune to arrest. “Another reason could be that they strike mostly early in 
the morning,” says Supt. Manoj Agarwal of Ahmedabad. In other words, they 
just need to go. 

It's not just India. In Malaysia, the Run 'n’ Rob Gang storm into 7-Eleven 
shops, tie up the staff, slip on their uniforms and serve the customers 
themselves. Then there's the Curry Powder Gang. These robbers explode a 
tin of pungent spices over a victim, and then pick his pocket while he is 
flailing around, drooling in a cloud of ground coriander and cumin. 

Perhaps the ultimate example of the power of good branding is Dhanni. 
He was born a pauper in New Delhi, but became so skilled at theft that he 
decided to turn his reputation as The Undetectable Pickpocket into a fran- 
chise. Soon, he stopped picking pockets, and merely sold his skills to thieves 
lower down the corporate ladder. His fran- 
= chisees would sneak onto crowded buses and 
= use his techniques to collect wallets and 

purses, while Dhanni, now unofficial chair- 

man of the Board of Delhi Pickpockets, fol- 
lowed in a chauffeur-driven car, keeping in 
touch with the action by mobile phone. 

(When he died in 2001, there was widespread 

mourning. He was considered a good man, 

since he was a teetotaller and was deeply reli- 
gious. He insisted his henchmen promise to 
forgo crime on religious days of rest.) 

Yes, there's no doubt about it. The key 
to success is identifying what you are good 
at, and making sure people know about it. 
Meanwhile, if you find an inexplicable turnip 
or romaine lettuce in your living room, just 
check that your jewels are still where they are 
supposed to be. & 
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Airlines are making huge savings by switching to 
The spin-off for passengers could be reduced waiting times at airports 
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CK IN O THE Chinese pro- 
verb, a journey of a thousand miles begins 
with a single step. These days, most jour- 
neys begin with lots of little steps as trav- 
ellers shuffle forward in near-endless 
airport check-in queues. 

But, just like smoking on aircraft, 
such delays could soon be a thing of the 
past. Asian airlines are following their 
Western counterparts and gradually 
adopting self-service check-in, allowing 
passengers to pick up boarding passes 
and sometimes even check in their lug- 
gage without having to wait in line or deal 
with a desk agent. No one doubts the air- 
lines are hoping to save some money, but 
the spin-offs for passengers are a quicker 
check-in and—perhaps surprisingly— 
potentially enhanced security. 

Services vary by carrier, but there are 
typically two ways to check yourself in: via 
the Internet or at an electronic kiosk at the 
airport (see article on next page). 

Self-service check in is already quite 


common in the U.S. and Europe, though 
it's often restricted to business-class pas- 
sengers. In Asia, it's a little harder to find, 
but it's gradually being rolled out. 

Hong Kong-based carrier Cathay 
Pacific Airways, for example, allows fre- 
quent fliers and passengers who have 
bought tickets on-line to check in them- 
selves and as many as nine travel com- 
panions, in any class. If they're departing 
from Hong Kong or Taipei, they can use 
the carrier's CXpress check-in kiosks to 
print boarding passes and select seats. 
Thai Airways has one-stop kiosks for 
domestic flights that allow passengers 
to purchase tickets within five hours of 
departure and check themselves in at 
most major Thai airports. Singapore Air- 
lines doesn't have its own kiosks yet, 
though it plans to start using them next 
year at its home base, Changi. 

Not surprisingly, Japan is on the cut- 
ting edge. E-tickets and self-service 
check-in were available for domestic 
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self-service check-in. 





Japanese flights a decade ago. Now, Japan 
Airlines, or JAL, is planning a service that 
dispenses even with self-service check- 
in machines. Starting this winter, fre- 
quent fliers and holders of JALs credit 
card will be able to board domestic flights 
by pressing a "touch-and-go" smart card 
against a reader at the gate. JAL says it will 
introduce the service at Tokyos Haneda 
Airport and gradually expand it to other 
domestic airports. 

To be sure, self-service check-in is a 
long way from being universal. Some car- 
riers offer it only to members of frequent- 
flier clubs, for certain code-sharing ar- 
rangements, or at a limited number of 
airports. Singapore Airlines, for instance, 
doesn't offer Internet check-in for every 
departure city, but a spokesman says the 
carrier is “progressively rolling out Inter- 
net check-in to all of the cities that we 
operate from to increase the convenience 
to our passengers." 

It's hard to say just yet how Asian trav- 
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. THE LINE STARTS HERE: Self-service check-in (right) should ease pressure at check-in desks 


ellers are taking to the idea. *Self-service 
check-in was launched rather recently," says 
Cathay spokeswoman Carolyn Leung. “I 
think it is only fair for us to say at this stage 
that the feedback is encouraging." Ona 
recent evening at Bangkok's domestic ter- 
minal, however, a dozen or so Thai Airways 
kiosks stood unused while passengers 
queued at nearby conventional desks. 

As with anything new, there's a certain 
resistance among passengers to changing 
their ways. But if American and European 
travellers are any guides, that will soon 
change. A survey by Forrester Research in 
the United States shows that kiosk check-in 
usage there rose last year to about 2896 of 
business trips from about 22% a year ear- 
lier. Internet check-in shot from about 796 
in 2002 to about 2696 last year. The more 
often you fly, the survey shows, the more 
likely you are to use self-service check-in. 

For the airlines, the switch to self-serv- 
ice check-in can't come soon enough. For- 
rester says that by around 2008 the global 
airline industry will have spent more than 
$1.2 billion to make 80% of all check-ins 
self-service. The payoff is sharply reduced 
costs. In the U.S., says Forrester, it costs an 
airline just 16 cents to process a passen- 
ger using self-service check-in, against 
$3.68 for a conventional check-in. Asian 
carriers may have different cost structures, 





but, says Forrester's Henry Harteveldt, vice- 
president for travel research, “I believe that 
Asian carriers would still see savings of at 
least 9096 by using kiosks for passenger 
check-in versus agents." 

The Asian carriers we queried wouldnt 
say how much self-service check-in was sav- 
ing them. A Singapore Airlines spokesman 
said only that “the cost of serving a cus- 
tomer on-line is definitely lower than serv- 
ing them over the counter." 

Does bypassing the conventional check- 
in agent compromise security? Few seem 
to think so. Passengers will still have to 
show travel documents at some point 
before boarding. If airports adopt stan- 
dardized kiosks usable for any carrier, 
some say, self-service check-in will enhance 
security by allowing the sharing of the bio- 
metric information that will be used to 
identify passengers. 

Security consultant Patrick Ross says 
that while self-service check-in changes the 
identity-verification process by moving it 
from the check-in desk to the boarding gate, 
this doesn't necessarily mean weaker secu- 
rity. “The main issue is not the ID of the pas- 
senger, but keeping explosives and weapons 
off the airplane,” he says. “This is why the 
baggage and full-body checks by highly 
trained personnel are most critical.” 

CHRISTOPHER GAY 
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Currently, the two most popular 
forms of self-service check-in use 
the Internet or airport-based 
electronic kiosks. Generally, it's 
easiest when you have no bag 
gage to check in, though some 
carriers let you do that yourself, 
too, at a kerb-side baggage check 
or at an automated baggage 

drop at the airport, where you 
print your own luggage receipt. 

If neither is available, you have to 
check in the old-fashioned way 


INTERNET: Can be done from a 
home, office or hotel computer 
(typically 48 hours to 90 minutes 
before departure). Checking-in 
usually entails picking a seat and 
printing your own boarding pass. 


ELECTRONIC KIOSK: You can 
typically check in using an airport 
kiosk as late as 45 minutes 
before departure. Kiosks vary in 
how they operate, but you usually 
either swipe a credit card or 
punch in a reservation number, 
verify your details and choose a 
seat. The kiosk spits out your 
boarding pass, and you're off. If 
you're carrying luggage, you'll 
probably also be asked to type in 
the number of bags and the kiosk 
will print out luggage tags. You 
then just take your bags along to 
a drop-off point. 


Christopher Gay 
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ASIA-LIFE 
TERMINAL KELLIN 


Feeling stressed while waiting for your flight? 
A massage might be just what you need 


IN TRENDIER PARTS of some of the world’s cities, you 
can't throw a Manolo Blahnik stiletto without hitting a day 
spa—those oases of metrosexual indulgence offering 
everything from fruit-peel facials to peach-paraffin body 
brushes. In the last few years, spas have become a standard 
feature in many of Asia’s airports too. Come to think of it, 
what better place to put one? When you're in transit from 
that 16-hour-plus New York-Hong Kong run and facing 
another ordeal to reach Bangkok or Sydney, a little airport 
TLC could be just the thing. If they don't yet offer a full 
multi-vitamin power peel, spa outlets in airports offer 
plenty else. Here's a sampling: 











BANGKOK INTERNATIONAL 
AIRPORT 

Thailand's long been a hugely 
popular spot for tourists in 
search of luxury spas. These 
days, you can even get a rub- 
down at the airport. 


02 Spa 

Services: For relief from that 
wretched aircraft air, just sit in 
an easy chair and take in what 
the spa says is 95% pure oxygen 
"infused with aromatherapy" 
while enjoying a massage. 
Sessions run from 10 to 30 
minutes and cost from $7-14. 
Locations: Near gates 31-36 and 
gates 41-49. 


Relax Massage, 

Spa & Salon 

Services: Facial, foot, head 
and shoulder massage, and 
even showers. 

Location: 3rd floor, terminal 2 
in the duty-free area. 





Lek Foot Massage 
The name says it all. 
Near gate 15. 


CHANGI INTERNATIONAL 
AIRPORT, SINGAPORE 
Setting the pace for terminal 
indulgence, Changi offers 
everything from foot reflexol- 
ogy to gym facilities. Here's 
what's available: 


Rainforest Lounge 

Services: Massage, foot reflex- 
ology, head and shoulder 
massage (from $22-45); Jacuzzi 
($16 and up per person per 
hour); shower ($5 per use). 
Location: Terminal 1, West 
departure /transit lounge, level 3. 


The Oasis 

Services: Four massage 
chairs, all free. 
Location: Terminal 2, 
North departure /transit 
lounge, level 2. 





LANGHAM HA 
THE CALL O: 


From one of the first hotels to introduce telephones, 
interactive web-enabled phones throughoi 


THE LEGEN 


Contact us free of charge a 'Click-to-Talk' on our website 


www.lanahamhotels.com/lanahamniars /honakonn 





Transit Hotel 

Services: Hair styling/beauty 
(from $8-39); 

massage ($14-44). 

Location: Terminal 1, East 
departure /transit lounge. 


Plaza Premium Lounge 
Services: Massage and 

foot reflexology ($ 13-22); oxygen 
therapy, either at the lounge's 
bar seats or in a private room 
($9 for 10 minutes or $14 for 20 


UELLE LLL TETTE 


minutes); shower with 

amenities ($5); nail care ($17-20 
for a 30-minute session). 
Location: Terminal 2, 

South departure /transit lounge, 
level 3. 


My Foot Reflexology 
Services: Foot bath, foot 
reflexology and herbal tea 
(20-40 minutes for $15 and up); 
upper-body massage and Indian 
head-massage ($10 and up); 


STAY CALM: Just don't miss the 
final boarding call 


Shiatsu or Asian oil massage, 
(30 or 50 minutes for $25 and 
up); manicure or pedicure 
($16 and up). 

Location: Terminal 2, North 
departure /transit lounge, 
level 2. 


Chair Spa 

Services: Full-body 

massage chairs 

(10-60 minutes from $6-15). 
Location: Terminal 2, Relaxation 


Lounge, South departure /transit 


lounge, level 2. 


CHEK LAP KOK 
INTERNATIONAL AIRPORT, 
HONG KONG 

Stressed execs hoping to 

have a few knots worked out of 
their shoulders have several 
options in Hong Kong's airport. 


Oriental Massage Centre 
I'd barely slipped off my 
jacket before Ah-fan's nimble 











fingers were kneading my neck, 
writes Helen Przygodzki. Initially, 
| winced. But as she worked her 
way down my arms to my palms 
and thumbs, which she 
remarked "are connected to the 
pain up here" the knots began to 
unravel. And by the time she'd 
finished, my usually taut neck 
and shoulders were as soft as 
marshmallow. 

Services: About $36 for a 
30-minute neck-and-shoulder 
pummel, or reflexology 

foot massage. 

Location: Beside gate 29. 


Electronic massage chairs 
They don't quite loosen the 
knots, but they certainly take 
your mind off them. 

Price: $1.30 gets you an 
interesting six-minute jostle 
Location: Situated at most gates. 


CHRISTOPHER GAY AND 
HELEN PRZYGODZKI 
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e world’s first hotel to feature all WIFI and all colour IP, 
»ng Kong's brand new five-star Langham Place Hotel. 
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CHEERS! 

Private jets are 
“a huge time- 
Saver, says 
businessman 
Michael Kadoorie 


A JET UF YOUR OWN 


A private aircraft is probably the ultimate way to make the most of your time. 
But in Asia, high costs and permit delays can quickly eat into the benefits 


PRIVATE JETS 


acres of space, food and drink of your 
choosing, and the freedom to fly when- 
ever and wherever you like—luxuries 
most of us can only dream about. But pri- 
vate-jet firms have been trying for years 
to convince Asian businesses that their 
aircraft are not just about travelling in 
style but making better use of the time 
of highly paid executives. 

Hong Kong businessman Michael 
Kadoorie uses a private jet about four or 
five times a year. “You can do far more 
with the amount of time you have. That 
flexibility gives you the option that if you 
finish a meeting early you just come 
straight back,” says Kadoorie. 

A rosy scenario, but then again 
Kadoorie—among his many other titles- 
is chairman of Hong Kong jet-charter 








conjure up visions of 


operator Metrojet. The reality of private 
flying in Asia can be a bit more mundane: 
Think high costs, long waits for permits 
and delays at airports not equipped to deal 
with business jets. 

Still, Kadoorie makes a compelling 


case. Kadoorie, who is also chairman of 


Hong Kong power company CLP Hold- 
ings, recalls flying to Beijing to meet sen- 
ior government officials in Beijing regard- 
ing a CLP joint venture. One key official 
was stuck in Shanghai with a bad back, so 
Kadoorie quickly arranged after the meet- 
ing to pay him a visit before heading back 
to Hong Kong. “I wanted to see him so we 
rerouted down through Shanghai and I 
was still back in my own bed that evening,” 
says Kadoorie. “That could not be done on 
commercial aircraft. It is a huge time- 
saver, that’s what it really is.” 





Such benefits don't come cheap— 
Metrojet's most recent purchase, a Gulf- 
stream G200 jet, cost around $20 million. 
Chartering is expensive, too. For example, 
Metrojet charges $37,500 for a 10-pas- 
senger jet on a three-day Hong Kong-to- 
Shanghai round trip. 

Despite such numbers, charter-jet 
companies report increasing interest from 
Asian companies. Some 6096 of Metro- 
jet's clients are based in Asia, according 
to business-development manager Jolie 
Chung. When the company started up 
in 1997 nearly all its clients came from 
outside the region. China's DeerJet tells a 
similar story—domestic firms account for 
6096 of its clients, with the rest coming 
from overseas. Three years ago the 
reverse was true. 

The potential for growth is strong given 


Asia’s low starting point com- 
pared with the world’s top pri- 
vate-jet market, the United 
States. “There are fewer corpo- 
rate jets in Asia than there are 
in the whole of the greater Los 
Angeles area,” says David 
Dixon, a regional vice-president 
at Bombardier Aerospace 
Business Aircraft. 

However, the develop- 
ment of the business in Asia 
is being held back by regula- 
tions and a lack of infrastruc- 
ture. In the U.S. an aircraft can be 
ready to fly almost at the whim of a 
passenger—the necessary permits 
usually take only a few hours. Going 
through the regulatory hoops in Asia 
takes much longer, partly because of 
geography. When you fly from Los 
Angeles to New York, say, you stay in 
U.S. airspace, so there's just one fed- 
eral regulator handling take-off, over- 
flight and landing permits. 

"But if you fly the same distance in 
this region, whichever way you go you 
are crossing three, four, five countries 
and each government has to approve," 
says Yeet Jones, director of China mar- 
keting for charter firm Sharejet. That 
can be a very slow process. Permits 
issued by places that require the short- 
est notice periods—such as Hong 
Kong, Singapore and the Philip- 
pines—still take between 24 hours and 
three days. If you're flying from Japan 
and China, it can take even longer. "In 
Asia a lot of countries take a long 
time," says Metrojet's Chung. “The 
longest time could take up to 14 days." 

Indeed, delays with permits mean 
that if an executive needs to fly some- 
where at short notice, a private jet is 
often not really an option, especially 
when a seat on a commercial flight can 
be booked in just a few hours. “It is a 
big obstacle to our business," says 
Chung, “not just to us, to the private- 
jet industry in general because the 
essence is time." 

Another barrier is the lack of ded- 
icated terminal facilities. At many 
Asian airports, private-jet passengers 
have to go through the main terminal, 
which further eats into the time ben- 
efits. That's not the case everywhere, 





GROUNDED: You can't always go when and where you want 


though. Hong Kong International Airport, 
for instance, has its own private-jet ter- 
minal, which processes passengers in 
a matter of minutes. Aircraft can taxi close 
to the terminal, which has an immigration 
desk and security station. There are no long 
queues or treks to clear customs and 
reclaim luggage. The paperwork is done 
within a few minutes of stepping off 
the flight. 

The cost of landing at Asian airports 


ASIA=LIFE 


is also another factor discour- 
aging growth of private jets. 
“I would rank Hong Kong as 
one of the top five most ex- 
pensive [in the world],” says 
John Li, chief executive of 
the Hong Kong Business Avi- 
ation Centre, which operates 
the territory's private-jet ter- 
minal. The cost before fuel of 
operating a jet from Hong 
Kong’s private jet terminal for 
a few days would typically 
breach HK$30,000 (around 
$3,846)—the cost at most U.S. airports 
would be "just a fraction of this," says Li. 
Despite these obstacles, aircraft firms 
are confident that Asian businesses will take 
to using private aircraft as the region's 
economies develop. “Over the next few 
years, we anticipate slow, steady growth 
throughout the Asian and Australian 
regions,” says Steven Hill, president of 
Boeing Business Jets. 
STEPHEN SEAWRIGHT 
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...Discovering the beauty of Shanghai once again.Feeling its glamour in a 


whole new light at the newly refurbished Sheraton Grand Tai Ping Yang Hotel, Shanghai. 
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UN A WING AND A PRAYER 


In 22 years of flying, Capt. Abdul Rozaq had never seen a worse storm. Then his aircraft’s engines 
and electrical power failed. What happened next required a cool head and a steady pair of hands 


CAPT. ABDUL ROZAQ is a hero in a country that des- 
perately needs heroes. On a storm-whipped afternoon in Jan- 
uary 2002, he crash-landed his Boeing 737-300 in a river in 
Central Java. He did it without engines, both of which had 
failed, and using only standby instruments showing height, 
airspeed and the aircraft's attitude. His actions saved the lives 
of all but one of his 60 passengers and crew. 

Sitting in his modest Jakarta home, his wife serving tea and 
his youngest daughter sleeping on a sofa, the bulky 47-year- 
old Indonesian pilot shows little gift for the dramatic as he 
explains how he convinced himself that the 50-metre-wide 
waterway was just another runway. Perhaps that's one of the 





EMERGENCY: Rozaq prayed with his co-pilot for a miracle 


reasons why his actions—lauded by aviation experts—have 
been largely forgotten, including by his own countrymen. 
Even when he phoned his airline's operations centre after 
bringing down the jet, their first question was, had he followed 
procedures? But the fact is that there is no real procedure to 
cover what befell Garuda flight GA 421 that day. There's 
only one other recorded river ditching of a commercial air- 
liner: In October 1963, an Aeroflot Tupolev Tu-124 landed 
in the Neva River near Leningrad after running out of fuel. 
All 52 occupants survived. And there are only two other known 
cases of double engine-failure directly caused by adverse 


weather. More than two years later, an investigation into the 
Java accident continues (its remit includes examining why the 
pilots flew into the storm and why the engines failed), and a 
report is due in November. 

When Rozaq's aircraft lifted off from Ampenan on the 
island of Lombok for the 50-minute trip to Jogjakarta on 
January 16, 2002, everything looked strictly routine. Climb- 
ing to 31,000 feet (9,300 metres), the Boeing headed north- 
west, crossing the East Java coast. Because of thick clouds over 
the northern coast, air-traffic control in Bali gave Rozaq a 
slightly more southerly course than usual. 

By then he had been instructed to descend to 28,000 feet, 
but as he turned left and continued to 
lose altitude the aircraft plunged into 
a violent storm. Nothing on the 
weather radar had prepared Rozaq 
or his 46-year-old co-pilot, Heryadi 
Gunawan, for what was about to hap- 
pen. Rozaq describes the turbulence 
as the worst he has experienced in his 
22 years with Garuda. 

Pummelled by torrential rain and 
strong winds, the Boeing rose and fell 
by up to a 1,000 feet at a time and 
rocked savagely from side to side. 
Rozaq switched on the de-icing system 
and adjusted the ignition switches. 
While he was concentrating on flying, 
Gunawan was watching the instru- 
ments and manning the radio. 

Rozaq didnt believe it at first when 
Gunawan told him both engines had 
flamed out, apparently from sucking in 
too much water. Rozaq tried repeatedly 
to restart them. When he went to the 
next step of starting the auxiliary power 
unit, the entire electrical system failed. All the while, the air- 
craft was being wrenched around by the wind. *Everything was 
happening so quickly," he says. "The co-pilot was sending out 
a Mayday but I told him not to bother. After [passing] 19,000 
feet we had lost all communication with Bali control." 

In the dim light ofthe flight deck, the two devout Muslims 
spent a moment praying together for a miracle. It wasn't e 
long in coming. At 8,000 feet, the stricken aircraft dropped 
out of the cloud cover, still about 15 minutes short of Jog- 
jakarta's airport. Looking out over the rural landscape, Rozaq 
asked his co-pilot: "Well, where shall we go?" 
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SAFE AT LAST: All but one of the 60 passengers and crew 
survived the crash landing 


Gunawan suggested one of the flooded paddy fields. Rozaq 
worried about what lay under the water. His gaze shifted to a 
thin brown ribbon of water, the Bengawan Solo River. "Why 
dont we try the river," he suggested. Gunawan agreed. Only 
their standby instruments—a battery-powered artificial hori- 
zon, an altimeter and an airspeed indicator—were working. 

As they sank through 4,000 feet, Rozaq put the aircraft 
into a left turn. It was then that he noticed a bridge. “I thought 
I could pass under it,” he recounts, “but then I saw the pillars 
and I knew I couldn't land there. That was the only time I 
almost panicked." At 2,000 feet he made a second left turn 
and saw a second bridge, about a kilometre further down- 
stream. He realized he had only one chance: He had to land 
between the two bridges. “In my imagination the river was 
a runway,” he says. “I didnt think about the risks at all.” 


ék r á e , 
[n my imagination the river 
was a runway. | didn’t think about 
ó 59 
the risks at all 


CAPT. ABDUL ROZAQ 


Rozaq clung tightly to the control column, worried that in 
the landing it might fly back and strike him. “I was concen- 
trating on keeping the plane steady and I was trying to think 
how I could make it stop." Luckily, the aircraft didn’t bounce 
on impact. It skimmed about 160 metres down the riverbed 
before slewing to the right and coming to a halt. The only fatal- 
ity was an air hostess whose jump-seat was ripped away when 
jet's underside hit a submerged rock. The rest of the six- 
person crew and 54 passengers tumbled to safety down the 
emergency slides into the waist-deep water. 

Once ashore, the tearful survivors hugged Rozaq as he 
phoned Garuda's operations centre. Rozaq then called his wife, 
Istiqomah. When he told her he had crashed, she coolly asked: 
"Oh, yeah. Where?" Other family members more impressed. 
"My children think I'm a hero," Rozaq grins. 

JOHN MCBETH 
Puspa Madani contributed to this article 
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Flying on the Net 


Nothing makes business travel more excruciating than an 
uncomfortable seat, debilitating jet lag, or arriving early to 
find your flight has been delayed. So next time you're 
scheduling yet another red-eye, take a look first at some of 
these Web sites. 

Not all airlines are created equal. That's why London- 
based Skytrax, a company dedicated to researching 
air transport, provides a five-star ranking for every carrier 
from the Taiwan-based Far Eastern Air Transport to Air 
Macau (www.airlinequality.com). 

If you have long legs, an aversion to loud engine noise, 
or want a view of the clouds, take a look at Seat Guru 
(www.seatguru.com). It provides colour-coded analyses of 
seating on major airlines; after all, no one wants a seat 
where “proximity of the lavatories may be bothersome.” If 
sleep is what you're after, Flat Seats (www. flatseat.com) 
reviews conditions in busi- 
ness and first-class cabins. 

Which airline is TNA? 
And where in the world 
would you find HLP airport? 
The Airlines Codes Web Site 
(www.airlinecodes. co.uk) 
can quickly translate those 
airline and airport abbrevia- 
tions. (The answers are 
TransAsia Airlines and 
Halim Perdana Kusuma 
airport in Jakarta.) 

To figure out in advance 
: how bad your jet lag will be, 
ZZZZ ... Should have used Time and Date.com 
www.sleepinginairports.net ^ (www.timeanddate.com) will 

help you figure out all those 
tricky time-zone changes. If you want to skip the flight 
altogether and work by phone, Global Sources' Web site 
(www.agiobalworld.com/cgi-local/codes. pl) has all the 
international dialling codes you'll need. 

Shocked at how much you spent on your client's four- 
course lunch? To figure out how far your cash will stretch 
once you land, use the currency converters at Oanda 
(www.oanda.com/convert/classic) and XE.com 
(www.xe.com/ucc). 

To avoid spending money altogether, Sleeping in 
Airports is the place to go (www.s/eepinginairports.net). 
The site provides travellers' reviews of sleeping conditions 
in airports, railway stations and even police stations in 
China. One reviewer notes that Singapore's Changi airport 
is a quiet venue, but didn't enjoy getting "nudged with the 
tip of a machine-gun in mid-sleep" to show a passport. 

Business travel shouldn't be all work and no play. 
Travel Notes Asia is a handy resource if you'd like to get in 
more sightseeing than a view from the conference room 
(www.travelnotes.org/ Asia). 

Finally, if you want to get some free flights for all 
this travel, WebFlyer (www.webflyer.com) promises to 
tell you how many air miles you've run up while cross- 
ing the skies of Asia. Alex Ortolani 
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C E 0 C A L L MEE KIM, CEO Suite 


Made-To-Order Offices 


Running business centres across East Asia requires tremendous flexibility because clients 
in different countries appear to want entirely different services 


WITHIN HOURS ofa car bomb explod- 
ing outside the Australian embassy in 
Jakarta on September 9, Mee Kim was 
getting calls from harried executives. 
While the explosion had done little seri- 
ous damage to the reinforced embassy, 

it had torn through the glass-windowed 
floors of nearby office blocks, rendering 
many of them unusable. Overnight Mee 
Kim prepared rooms, phone lines and com- 
puters for mining company Freeport McMoRan 
and three oil companies in her business-cen- 
tre offices a few blocks away. “The next day 
they moved in,” she says. 

Kim, 42, is founder and president of 
CEO Suite, a network of business centres 
across the region that cater to companies 
and individuals. Clients turn to her for 
everything from a forwarding number and 
centrally located address to fully kitted-out 
offices, board rooms and kitchen facil- 
ities. Some clients stay a couple 
of hours, some move in for 
years on end, relying on her for 
local expertise, advice, security, 
communications, staff, ship- 
ping services and technology. 

Her lesson since setting 
up her first centre in 1997: 
Businessmen in each coun- 
try need something a little 
different and running a 
business centre requires 
flexibility. “Some places 
offer a few extras like 
accounting and airport 
pick-up, but we're differ- 





































conscious market. Kuala Lumpur, she says, is halfway between 
the two, hosting clients until they've set up permanent shop 
but keeping costs down in a competitive market. “They 
are all different,” she says, “and need something differ- 
ent from us.” 

And it hasn't been an easy ride. After studying busi- 
ness in Australia (and keeping some hints of a Down 
Under twang) Kim worked for 14 years for Australian 
companies setting up business centres in the region. 

Then, based in Indonesia in 1997, she decided to 
set up her own. “Jakarta was the most cost-effec- 
tive city and a good learning place,” she says. 
More like a crash course: Less than a month 
after she set up her first centre in the stock- 
exchange building in the central business dis- 
trict, the financial crisis struck. Shifting tac- 
tics from aiming at multinationals looking to 
set up shop in Indonesia, of whom there were 
none, she instead targeted companies either 
heading in the other direction or downsizing. 
Jakarta may not be booming, but she’s 
finding business good. Expanding to 
ien two buildings, her offices look across 
‘oat each other over the city's biggest 
© intersection. Her expansion was 
greeted with derision by those 
who saw Indonesia as a country 
in economic free fall. *Every- 
body thought I was crazy," 
she said. But for her the 
problem was not getting 
business but accommo- 
dating enough of it to 
make a profit. 

Indeed, her prime 
office, in Wisma GKBI, is 

abuzz with messengers, 


e. 
A 
2 
% 


— 


ent," she says. staff and clients wandering 

While Jakarta business, for example, is as much around, waiting in the airy and modern reception area. Office 
guided by the security situation as the economy— rooms come equipped and furnished but customers can bring 
a major appeal of her two centres in Jakarta is in their own items if they prefer. In Jakarta alone she has 250 clients 
the stringent security in place in the building— ranging from journalists to companies like British Telecom and 
Shanghai's office feels more like a business incu- Dell, paying anything from $60 a month for a business address 
bator for companies just starting out, she says. Sin- to thousands of dollars for “virtual offices"—professional services 
gapore, meanwhile, caters to longer-term clients including message-forwarding via text message. That service is 
who have no interest in expanding beyond a rep- particularly popular, she says, "since no one need know you're 


resentative office, competing on price in a very cost- on the golf course." JEREMY WAGSTAFF 
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entiment. Those who sympa- 
thized with Anwar were the margin- 
alized and the disaffected, who per- 
haps felt that Mahathir Mohamad was 
unduly harsh with him. 

; But even this sympathy and sup- 
port was short-lived, as evidenced by 
the result of the last general elections. 
The Keadilan Party, lacking a proper 
agenda, was wrecked by infighting. | 
do not believe that if Anwar were to 
personally lead the opposition it will 
bring more support to Keadilan. Like 
many more powerful ex-Umno leaders 
before him, Anwar’s political future 
is lacklustre at most. 

.- Lastly, I wonder why Anwar keeps 
being referred to as a Muslim scholar. 
‘He is a graduate in Malay studies. 


LA. RASHID 
Ampang, Selangor 


PAKISTAN' S MILITARY 

You rightly urge the United States to 
bring pressure to bear on President 
Pervez Musharraf of Pakistan to doff 
his military uniform, as he promised 
to do last December. [‘Mister’ Mushar- 
raf?, Editorials, Sept. 30.] But even if 
Gen. Musharraf were to abandon his 
uniform, it would not necessarily con- 
stitute a first step towards genuine 
civi an rule in Pakistan. 

. Gen. Musharraf's reluctance stems 
wit ly from self-preservation. 
! himself of his uniform 
rip on the military. In 
loes not mean that the mil- 
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the party further mirrors. 


Sarai influence i in Palóstan. But 
caught in a Faustian bargain, Wash- 
ington is more interested in pursu- 
ing terrorists than stability in Pakistan. 
The double standards are starkly evi- 
dent. As you rightly pointed out in your 
comparison between Pakistan with 
Afghanistan, there is now a c 
push for democr 
despite a near total f; 
institutions there. 
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PARTY CRISIS 

More than a leadership crisis; Thai- 
land’s Democrat Party faces a defining 
moment of truth. The question before 
it is this: Will it recognize that the 
old-style, personality-based system of 
politics is over, and act accordingly? 
[Thai Party Faces Leadership Crisis, 
Intelligence, Oct. 7.] 

Since taking over the helm of the 
party, Banyat Bantadtan has accom- 
plished little of note. His main sup- 
porters have shown their faith in him 
by defecting to a splinter party. 

However, Thaksin Shinawatra be- 
came even more popular after becom- 
ing prime minister because he tried to 
deliver on most of his election prom- 
ises. And Democrat Party candidate 
Apirak Kosayodhin recently won the 
Bangkok gubernatorial race convinc- 
ingly by offering feasible solutions. 

A new era in Thai politics has 
arrived, with an emphasis on deliver- 
ing on promises and on accountability. 
Any politician who does not yet under- 
stand this should step aside. 


BURIN KANTABUTRA 
Bangkok 


CORRECTION 

In Korea's News Crusaders [Oct. 7], we 
misspelled the names of Jeong Woon 
Hyeon and Kim Young Kyun. 
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| T's BEEN 25 years since the Khmer Rouge was ousted. But 
only this week did Cambodia's national assembly finally approve 
an agreement with the United Nations to put surviving lead- 
ers of the regime on trial before a mixed tribunal of Cambodian 
and foreign judges. Justice at last? Maybe. For in fact, much dif- 
ficult work lies ahead. First, there is the question of how to 
pay for the proceedings; then, deciding who will actually be 
put on trial. But if—and no guarantees here—the trials do 
take place, they could give efforts to repair Cambodia's sham- 
 bolic legal system a needed boost and provide closure on 
unspeakable atrocities that left few families untouched. 
Estimates are that the trials will cost around $50 million over 
three years. In mid-September, Prime Minister Hun Sen said 
Cambodia would provide a meeting hall, electricity and water, 
but then added, “If you ask the Khmers to pay for it, the answer 
will be no." For now, the belief is that funding must come mainly 
from the international community. In addition, UN Secretary- 
“General Kofi Annan is reported to have said that the trials can't 
begin until funding for the first year has been raised and pledges 
are made for the following two years of the proceedings. So fund- 
ing won't be easy to settle. But it is by no means impossible— 
to start with, Australia has promised about $2 million, while 
Japan and France have indicated that they will contribute. 





Tustice Takes Its Sweet Time 


Cambodia shuffles on towards putting the Khmer Rouge on trial 


The larger question here is how long it will take to get every- 
thing lined up. Most of the surviving Khmer Rouge leaders are 
aged and infirm. Over the past quarter-century, many have already 
died without having to face justice. Pol Pot, the man everyone most 
wanted to see in a court, died in 1998. Ifthe trials dorit start soon, 
more will die without needing to face their accusers. 

Which brings us to another difficult question: Who will come 
up before the tribunal? Only Ta Mok, the Khmer Rouge army chief, 
and Duch, the head ofthe notorious Tuol Sleng interrogation cen- 
tre, are currently in detention. At best, it appears that Cambodia's 
tribunal will try only a small number of Khmer Rouge leaders, 
significantly limiting its potential to provide a full accounting. 

And finally, there is China. Beijing was the main supporter 
of the Khmer Rouge, and it has thus far withheld the crucial 
backing needed for trials to proceed. The reason is that trials are 
likely to open up for examination the scope of China's role in 
the Khmer Rouge regime—something many in China and Cam- 
bodia won't want exposed. 

While one major impediment to trials is over, the pro- 
ceedings still aren't likely to begin soon. But the age of the 
Khmer Rouge leaders is running down the clock. It’s not impos- 
sible to think that there might never be an accounting for the 


se 


atrocities in Cambodia. @ 





— Pot e mki n P oli C e Chan police will do UN duties in Haiti 


CHINA WILL embark later this month 


- on its first fully-fledged United Nations 
` peacekeeping mission. This is no bad 
thing. It is well past time that Beijing, as 
a permanent member of the UN Security 
Council, displayed greater international 
responsibility. Thus, a group of 125 Chinese 
police officers will soon arrive in the trou- 
bled Caribbean nation of Haiti. Yet this isrit 
as straightforward an instance of altru- 
ism as it might seem. China's maiden 
peacekeeping effort raises a serious ques- 
tion, as well as prompting some irony. 
Curiously, Beijing's first foray will see 
it doing peacekeeping duty in a coun- 





try with which it has no diplomatic rela- 
tions. Haiti is among the small clutch of 
nations that recognizes Taiwan, not the 
People's Republic of China. Doubtless, 
Beijing is aware that its effort in Haiti 
offers an opportunity to undercut sup- 


port there for Taiwan. Having used every 
available chance to isolate democratic 
Taiwan diplomatically, it would be naive 
to think that Beijing has no such motive 
in mind in Haiti. 

China long resisted participation in 
peacekeeping missions because of its pol- 
icy against interfering in the domestic 
arrangements of other nations (lest others 
should be tempted to meddle with China's 
own authoritarian arrangement). But 
today, a more savvy leadership better 
understands that UN peacekeepers don't 
compromise sovereignty, and instead pro- 
vide opportunities to score kudos. For this 
reason, China is taking its mission to 
Haiti seriously. 

The Caribbean-bound officers of the 
People’s Armed Police were rigorously 
chosen. They had to be college gradu- 
ates with at least three years’ police expe- 


rience and with good English skills. Dur- : 
ing their three-month training, they were 
given lessons in French (but not Creole, 
the language most commonly used in 
Haiti). More importantly, they were 
brought up to speed on international 
norms of peacekeeping, with instructions 
on how to maintain order, diplomatic pro- 
tocols and human rights. 

That's correct. Human rights. While 
China's security forces continue to squash 
the rights of Chinese citizens at home, 
often brutally, its police will protect 
human rights in Haiti and help rebuild 
the country's judicial system. 

Many in China must hope that the les- 
sons learned en route to Haiti might some- 
day be applied back home, where they are 
just as sorely needed. But don't hold your 
breath. Contradictions have never seriously 
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Anwar’s Plans for a 


Reform Think-Tank 


Former Malaysian Deputy Prime Minister Anwar Ibrahim 
plans to set up an independent think-tank to pursue his 
reform agenda, aimed at bringing more transparency in gov- 
ernment and combating corruption. Aides say that Anwar, 
who was unexpectedly released from prison in early Sep- 
tember after a court overturned his 2000 sodomy convic- 
tion, won't join the multi-racial opposition Parti Keadilan 
Nasional (National Justice Party) headed by his wife. “No 
direct politics for now, but a think-tank to push for reform,” 
says one aide of Anwar's plans. Anwar, who is recuperat- 
ing in Germany from back surgery, is also considering offers 
to become a visiting fellow at Britain's Oxford University and 
Johns Hopkins University in the United States, according 
to his aides. They say that taking up these offers would help 
burnish his international profile and provide him with a plat- 
form to promote a better image of and understanding of 
Islam. Since his release, Anwar has received a stream of vis- 
itors. Recent well-wishers in Munich include U.S, Deputy 
Secretary of Defence Paul D. Wolfowitz and former Indone- 
sian President Abdurrahman Wahid. 


TAIWAN TRADERS BACK ANNUAL Powwow 
The Taiwan government has received some good news, 
for a change, about its relationship with the island’s China- 
based businessmen. A record number of executives returned 
to the island for an annual two-day powwow with govern- 
ment officials during the Mid-Autumn Festival holiday. 
Some 290 leaders of the China-based Taiwanese business 
community took part in the October 2-3 meeting, compared 
to about 250 last year and just 70 at a similar event in 





MOON FESTIVAL: Taiwan businessmen return from China 


June. The record-low attendance at the June event was widely 
seen as a product of Beijing’s effort to drive a wedge between 
Taiwanese businessmen and their government over Presi- 
dent Chen Shui-bian's tough stance toward China. At the 
most recent conference, Chen told executives he would give 
an "important speech" on Taiwan's October ro National Day 
that would "promote peace" across the Taiwan Strait. Liaw 
Yun-yuan, an official with the Straits Exchange Foundation, 
the quasi-government group that organizes these confer- 
ences, says the meeting suggests that tensions that flared 
after Chen's re-election in March have cooled somewhat. 
"There has been big progress," he says. 


CHANGE AT U.S. CHINA BUSINESS COUNCIL 
The United States-China Business Council, a grouping that 
serves American companies working in China, has 
appointed John Frisbie as its new president from Novem- 
ber 1. Frisbie will replace Robert Kapp, who is to retire 
after helming the council for the past decade. The council 
played a leading role in pressing the U.S. Congress to 
approve most-favoured-nation trading status for China in 
2001, which made it possible for Beijing to join the World 
Trade Organization later that year. Since then, the council 
has completed an authoritative annual review of China's 
achievements and problems in complying with its com- 
mitments to the WTO. It has energetically lobbied Wash- 
ington to ease visa restrictions imposed on foreigners after 
the September 11, 2001, terrorist attacks—the restrictions 
have made it much harder for U.S. companies to invite 
foreign businessmen to the U.S. Frisbie most recently 
headed the consulting service of law firm Mayer, Brown, 
Rowe & Maw in China. Before that he was a General Elec- 
tric representative in China for six years. Frisbie earlier 
worked as the Beijing representative for the council. 


AUSTRALIA'S LABOR Touts LANGUAGES 

Amid a welter of campaign promises in the run-up to 
Australia’s October 9 polls, the opposition Labor Party 
has pledged A$64 million ($45 million) to support the study 
of four key Asian languages at primary and secondary 
schools. The party is seeking to reverse what it calls in a 
policy document “one of the most short-sighted” budget 
cuts by Australian Prime Minister John Howard's coalition 
government, which eliminated federal support in 2002 for 
lessons in Mandarin, Korean, Japanese and Indonesian 
following a major initiative that began in 1994. Now that 
funding responsibilities have shifted to state budgets, “the 
energy and expansion in this area has been lost,” says Jenny 
McGregor, executive director of Asialink, a Melbourne- 
based group that supports intercultural-education pro- 
grammes. Labor's shadow foreign minister, Kevin Rudd, 
insists that linguistic dexterity is “absolutely vital” to Aus- 
tralia's economic and security interests, enabling deeper 
understanding of the region. Meanwhile, controversy 
is brewing over plans to eliminate Indonesian stud- >» 
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OPPOSED TO 
BURMA: Sen. 
McConnell and 


colleagues oppose 
health funding for 
Rangoon's rulers 


Sanay 


Intelligence 


ies at the University of Sydney. Critics say that Australia 
can't afford to lose any more expertise in dealing with 
its giant neighbour, which boasts the world’s largest 
Muslim population and is still struggling to disband ter- 
rorist groups. 


HEALTH FUNDING FOR BURMA CRITICIZED 
Three prominent United States Republican senators have 
called on the Global Fund to Fight Aids, Tuberculosis and 
Malaria to stop funding to the military government in 
Burma. In a late September letter to the group's executive 
director, Sam Brownback of Kansas, Judd Gregg of New 
Hampshire and Mitch McConnell of Kentucky asked the 
Geneva-based fund to provide assurances that none of the 
$2.4 million pledged for Burma would go to the country's 
ruling State Peace and Development Council. The sena- 
tors said they were “appalled” that the fund “seemingly 
failfed] to recognize that the SPDC is solely responsible 
for creating the myriad humanitarian crises—whether an 
exploding HIV/Aids rate, a ruined economy, a high rate of 
poverty, or a political environment marked by torture, 
rape, intimidation and imprisonment." United Nations Sec- 
retary-General Kofi Annan set up the fund in 2002, but 
the public-private partnership is not part of the UN bureau- 
cracy. To press the military rulers in Rangoon to engage the 
opposition and move toward democracy, the U.S. govern- 
ment has banned trade with and investment in Burma. 
McConnell chairs the powerful Senate Foreign Operations 
Appropriations Subcommittee, while Brownback is chair- 
man of the Senate's Asia Subcommittee. 


INDOFOOD DivisioN's SALE HITS SNAG 
Plans by Indonesian food conglomerate Indofood Sukses 
Makmur to sell part of its flour division through a public 
share offering have hit a tax snag. Indofood executives say 
they want to divest Bogasari Flour Mills within this year 
in order to reduce their debt-to-equity ratio from 1.9:1 to a 
more acceptable 1:1 by next year. But according to Francis- 
cus Welirang, vice-president director of Indofood, Bogasari 
must first be spun off from the parent company to make it 
a legal entity. This exercise, he tells the Review, will incur 
a hefty tax bill. “Moving Bogasari into a legal structure to 
spin it off has a 1 trillion rupiah [$110 million] tax implica- 
tion,” Welirang says. One way out, Indofood executives 
say, would be for the company to seek a ruling from the gov- 
ernment that would lighten the tax burden. Welirang says 
he is optimistic that the company will find a way to surmount 
this costly obstacle. Bogasari, the world’s largest flour mill 
operator with production of around 17,000 tonnes of flour 
a day, currently has a 75% share of Indonesia's flour mar- 
ket. Its two flour mills, pasta-manufacturing, packaging and 
shipping operations are valued at 3.4 trillion rupiah, or 60% 
of Indofood's assets, company officials say. Indofood's 
owner, the Salim Group, says it has no intention of selling 
a majority stake in Bogasari. 
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| Regional Briefing | 





THIS WEEK 


Separatist Bloodshed Racks Northeast India 


Indian police said 73 people were killed and 210 
injured in some of the worst separatist attacks in 
years in the country’s northeast. Rebel groups fight- 


ing for independence murdered villagers and set off 


a string of explosions in Assam and Nagaland 
states. The police claimed the attacks were a joint 
operation between the United Liberation Front of 
Assam and the National Democratic Front of 
Bodoland. The murders coincide with the 18th 
anniversary of the founding of the NDFB, one of 





RUINS: Result of a bomb blast 


PAKISTAN 


About 2,000 Shia Muslim youths 
rioted in eastern Pakistan after a 
suspected suicide bombing killed 
at least 30 people at a mosque in 
the town of Sialkot. Vehicles were 
set alight and crowds attacked 
government buildings after 
people attended funerals for nine 
of those killed in the October 1 
blast. The mosque attack came 
almost a week after the army 
killed leading Sunni militant 
Amjad Faroogi, which led to 
speculation that the bombing was 
linked with his death. Meanwhile, 
President Pervez Musharraf 
reshuffled the army's top brass in 
a move that some analysts 
believe will lead to him breaking 
his promise to step down as army 
chief by December 31. Musharraf 
has been hinting in media inter- 


UNNIN 


around 30 rebel groups 
in the region. India’s 
home minister said the 
government would take 
“very strong steps” to 
stop the violence. 
Assanis government 
offered a ceasefire to the 
militant groups, asking 
for a reply by October 15. 


views that he will not shed his 
uniform as he had pledged in 
2003 to win support from Islamic 
parties. He said Pakistan needs 
him as a leader in order to resolve 
the Kashmir dispute with India 
and to crush Islamic extremism. 


PROTEST: A rally in Karachi 








Retired Gen. Susilo 
Bambang Yudhoyono was 
declared the official 
winner of presidential 
elections that took place 
on September 20. Of 
more than 114 million 
votes, 60.6% went to 
Yudhoyono and 39.4% to 
incumbent Megawati 
Sukarnoputri. Yudhoyono 
will be sworn in on 
October 20. 


Police used DNA tests to 
identify the remains of 
the man believed to have 
been responsible for the 
bomb blast at Australia’s 
embassy in Jakarta in 
september. Investigators 
named the man as 

Heri Golun, and said he 
had links with Azahari 
Husin and Noordin 
Mohamed Top, the two 
men police suspect of 
having master-minded 
the attack. 


THAILAND 


The human death toll 
from bird flu reached 31 
with the death of an 
eight-year-old girl. A 
recent outbreak has 
stoked regionwide 
health concerns after 
one case showed 
“probable” human-to- 
human transmission 
from a disease that 








THOUSANDS OF protes 
ers marched in cities 
across Australia to 


protest against the 
ave role fa wea 
The main opposition 
Labor Party has prom- 
ke 





opinion poll gave Prime 
Minister John Howard’s 

. conservative coalition 
52% of the vote, com- 
pared to Labor's 4856. 


so far has been 
passed to humans only 
from birds. 


The Association of 
Southeast Asian Nations 
endorsed Thai Foreign 
Minister Surakiart 
Sathirathai as a candi- 
date to succeed Kofi 
Annan as United Nations 
secretary-general in 
2006. Sathirathai is a 
lawyer who has worked 
in politics and interna- 
tional economics. 


AUSTRALIA 


Authorities say more 
than 200 arrests have 
been made in the coun- 
try's largest child-pornog- 
raphy sting. Four men 
under investigation during 
the crackdown commit- 
ted suicide. One of them 
was a police officer. The 
operation is part of a 


worldwide investigation 
spearheaded by the 
United States. 


Anglo-Australian BHP 
Billiton, the world’s largest 
diversified miner, said it 
would buy back up to $1.1 
billion of its Australian- 
listed shares. The off- 
market move is the first 
stage of a $2 billion 
capital-management 
programme. BHP Billiton 
has posted high 

earnings amid a com- 
modities boom. 


SOUTH KOREA 


The country's financial 
regulators are to launch 
an inspection of United 
States-based Citigroup. In 
September Citigroup was 
ordered by Japanese 
regulators to close its 
private-banking opera- 
tions for alleged viola- 
tions of banking laws. 


Mohamed ElBaradei, 
head of the United 
Nations nuclear watch- 
dog, arrived in South 
Korea as his agency was 
investigating Seoul's 
secret experiments with 
plutonium in 1982 and 
uranium enrichment in 
2000. South Korea 
pledged to cooperate 
with the International 
Atomic Energy Agency in 
an investigation that 
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INVESTIGATING: ElBaradei meeting officials in Seoul 


Seoul hopes will clear it 
of suspicions that it has 
been involved in clandes- 
tine nuclear activities. 


SINGAPORE 


The country's sole cable 
TV operator, StarHub, 
priced its initial public 
offering at the bottom of 
its forecast range, raising 
$271.5 million for existing 
investors. The IPO was 
priced at 56 cents a 
share compared with the 
company’s forecast range 
of 56-68 cents. It was 
Singapore's largest IPO 
of the year. 





Taiwan Foreign Minister 
Chen Tan-sun fuelled a 
spat with Singapore by 
belittling the island 





PAINED: George Yeo 


republic’s size. Chen 
made the remark after 
Singapore's foreign 
minister, George Yeo, said 
Taiwan should not push 
for independence from 


m 
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the mainland. Yeo said 
the remark was "painful." 


INDIA 





The country's big cement 
makers reported that 
sales grew an average 
14% in September as 
exports surged and 
domestic demand rose. 
Gujarat Ambuja, India's 
largest exporter, said 
sales grew 23% from a 
year earlier to 1.18 million 
tonnes from 962,000. 


India's first budget 
airline, Air Deccan, is 
negotiating to acquire 15 
new aircraft. The airline, 
launched last year, is in 
talks with manufacturers 
to buy and lease aircraft 
over the next three years. 


„ Air Deccan is hoping to 
* repeat the success of 
* European budget airlines 


and to compete with 
India's railways. 


OIL 





Fuel subsidies are 
creating budgetary 
pressures for Asian 
governments, raising the 
chances that this year's 
surge in oil prices will 
cause long-term damage, 
reported The Asian Wall 
Street Journal. In Indone- 
sia, ballooning subsidies 
may cost the government 
$6 billion; Thailand is 
expected to pay as much 
as $1 billion this year. 


PHILIPPINES 


High oil prices and bad 
weather pushed inflation 
to its highest in five 
years, bringing it to 6.996 
for the year. The central 
bank said it will not raise 
interest rates because 
the rise was the result of 
higher costs rather than 
stronger demand. 
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USTICE: Victims of the Khmer Rouge 


TRIBUNAL GREEN LIGHT 
Cambodia moved a step closer to confronting its 
past on October 4 when the national assembly 
finally ratified legislation to set up a Khmer Rouge 
tribunal with United Nations support. 

Deputy Prime Minister Sok An later said 
about 10 surviving top members of the 1975- 
79 Khmer Rouge regime, which is blamed for the 
deaths of about 1.7 million people, could face the 
tribunal before the end of next year. 

Others are not so sure. Past efforts to bring 
those responsible for the horrors of the 1970s to 
account have run into politicking, haggling and 
blame-throwing. With each obstacle come new 
delays, denying Cambodians the truth about their 
own past and perpetuating impunity for the coun- 
try's former, and present, rulers. 

The current hurdle is money. "Funding is 
[at present] a huge issue," says a foreign human- 
rights lawyer in Phnom Penh, referring to a row 
over who should pay for the estimated $50 mil- 
lion that Cambodia says any tribunal will cost. 

The government says it will contribute just 
$10 million and expects donors to come up with 
the rest. "We don't do something wrong by ask- 
ing for help from the donor community," Sok 
An told reporters. 

Even if this problem can be overcome, poten- 
tial new obstacles are in sight. A recent list of 
Cambodian judges mooted for the trials shows 
all have connections to the ruling elite. 

The prospect of a trial, moreover, isn't mak- 
ing likely defendants break out in a sweat. “I never 
think about it. | am too busy with my day-to-day 
life," former Khmer Rouge head of state Khieu 
Samphan told the DPA news agency recently. 

Bronwyn Sloan 
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THE U.S. IN ASIA 


ustice Is Near 


For Set. Jenkins 


The politically sensitive case of U.S. Army Sgt. Charles Robert Jenkins, accused of 
deserting to North Korea in 1965, appears to be near a deal that could give him lenient treatment 
in return for information about North Korea and possibly a guilty plea 


By Donald Greenlees and Jeremy Kirk/Sroui 


BACK IN ACTION: Jenkins, 
on duty at Camp Zama, 
receives training 





THE DESERTION CASE against United 
States Army Sgt. Charles Robert Jenkins, 
accused of fleeing to North Korea in 1965 
and aiding the enemy during his 39 years 
of living there, appears to be near its res- 
olution. There are strong signs that Jenk- 
ins, seeking freedom or a nominal jail 
term, has struck a deal with U.S. gov- 
ernment prosecutors. For such a deal, 
Jenkins would likely use information 
about North Korea and possibly a guilty 
plea as bargaining chips. 

A plea bargain could flush out ear- 
lier claims by Jenkins and his wife that he 
defected in order to escape being sent to 
war in Vietnam, an account that could 
prove awkward to U.S. officials if Jenkins 
goes unpunished at a time when Ameri- 
can units are being pulled out of South 
Korea to serve in Iraq. 
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At the same time, the Review has 
learned, the strength of the prosecution's 
case is in question after indications that 
important evidence previously cited by 
U.S. officials has not been located. 

Jenkins’ journey to justice began in 
July, when North Korean authorities per- 
mitted him to travel with his two daugh- 
ters to Indonesia to meet his Japanese 
wife. The family flew to Japan, where 
Jenkins spent a month in a Tokyo hospi- 
tal. Then, with a crisp military salute, 
the 64-year-old Jenkins turned himself in 
to the U.S. Army at the Camp Zama base 
near Tokyo on September r1. 

Charges against Jenkins were formally 
"referred" last month, according to a U.S. 
Army source based at Camp Zama. The 
referral of four charges, including deser- 
tion and aiding the enemy, is the last 
obstacle to the case going before a general 
court martial. The referral took place after 
a pre-trial hearing was bypassed, accord- 
ing to individuals familiar with the case. 
Both defence counsel Capt. James Culp 
and prosecutor Capt. Seth Cohen said 
they could not comment on the case. 


Legal analysts say the referral of 


charges without a pre-trial hearing is a 
strong indication of the existence of a pre- 
trial agreement that would involve a 
reduced sentence for Jenkins in exchange 
for his cooperation. 

"What is probably happening is that 


[the waiver of a pre-trial hearing] is part of 


a pre-trial agreement that has been nego- 
tiated and signed," says military attor- 
ney Patrick McLain. A retired marine 
major and military judge, McLain adds 
that he is “willing to bet" the plea bargain 
will excuse Jenkins from a jail term. Nev- 
ertheless, any pre-trial deal must be 
reviewed by the military court, and until 
then it could unravel. 

An army spokesman in Japan, Maj. 
John Amberg, confirmed that the con- 
vening authority for Jenkins’ trial is Maj.- 


Gen. Elbert N. Perkins, commander of 


U.S. Army Japan. This means that the 
trial will be held in Japan, another strong 
indication that a pre-trial deal has been 
struck. By holding the proceedings in 
Japan, the defence and prosecutors could 
not compel civilian witnesses to attend. A 
contested trial would be held in the U.S. 
unless civilian witnesses agreed to travel 
to Japan, according to Amberg. 


NEW TWISTS IN 
A LONG JOURNEY 


* Jenkins faces charges 
including desertion and 
aiding the enemy 


JI The case has been 
politically sensitive in Japan 
and the United States 


¢ Signs suggest that a deal 
may be near, possibly 
featuring a guilty plea 


¢ A plea bargain could 
clarify claims that Jenkins 
defected in 1965 to 
avoid service in Vietnam 





The full story of why and how Jenkins 
entered North Korea is expected to emerge 
in the coming weeks. Under a plea bargain, 
legal analysts say, Jenkins would be 
required to admit guilt to at least one of the 
charges and fully explain to a military judg: 
why he is guilty. 

This would be the first time Jenkins 
has told the army why and how he disap- 
peared in 1965 and explained his subse- 
quent actions in North Korea. Jenkins 
appeared in a North Korean propaganda 
film and allegedly urged U.S 
defect in loudspeaker broadcasts at the 
Demilitarized Zone. 

Jenkins has remained tight-lipped 
about the circumstances of his 


SOIGICTS tO 


disap- 
pearance. In an exclusive interview with 
the Review in August, he said he w anted 
to turn himself in to the military, reunite 


his family and “clear my conscience.’ 

In North Korea in 2002, Jenkins and 
his wife, Hitomi Soga, told separat: 
interviewers that his motive for crossing 
over to the North was to stay out of the 
Vietnam War 

In a little-noticed reference in a1 
interview published in November 200 
Jenkins told the Japanese weekly ‘ka 


Kin'yobi, that he "walked 
Korea with the int: 
Vietnam service 

"I served in the army, but when I wa: 


ntion of avoiding 


ordered to go to the Vietnam War, | 
refused," Jenkins told the magazine. &» 


change 


hp 


The spinoft that acted like a startup 


Avaya, a global leader in communication software, systems and 
services, spun off from Lucent with a legacy IT infrastructure that, 
while efficient, wasn't nimble enough to be a competitive advantage. 
HP partnered with Avaya to implement IT Service Management and 
HP OpenView, effectively re-deploying existing technology assets. 
Today, IT spending is down 30%. Millions have been saved by finding 
unused capacity. And Avaya answers whenever opportunity calls. 


www. rit Y etal e] 





un Se re. o RS CC un BA 1o EP ~ 
f Bs - . > E. =r - 


= 





Solutions for the felele 


Fit 





THE CONTINUING SEARCH FOR SOLDIERS 


When North Korea refused to show up for a late-September 
round of talks on curtailing its nuclear-weapons programme, 
Pyongyang blamed its decision in part on the fact that itis o es 
United States President George W. Bush had called North jim cm A 
Korean leader Kim Jong Ii “a tyrant.” In reply, a tirade : 
from the Stalinist regime's radio station branded the Ameri- 
can leader "a political idiot and human trash." 
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But neither name-calling nor nuclear stalemate derailed 
another month-long operation involving 28 U.S. servicemen 
and more than 100 North Koreans, working together in 
digging up farmland north of Pyongyang in the search for 
American soldiers missing since the 1950-53 Korean war. 
The joint operation, the fifth this year, is expected to end 
around October 12. U.S. officials estimate that about 8,100 
servicemen are still unaccounted for in North Korea. 

The resolution of the desertion case against Sgt. Charles 
Robert Jenkins will be good news to the Pentagon office 
searching for missing servicemen. The office is anxious to 
talk to Jenkins, though so far it has been held at arm's 
length by the U.S. Army. "We're waiting in line behind the 
army," says a U.S. official. "They've told us we'll be able to 
talk with him." 

The official says the office working on missing Americans has one question 
for Jenkins: Does he know anything about any U.S. citizens being held against 
their will in North Korea? In an interview with the Review, Jenkins described living 
together with three other Americans in North Korea from 1965 to 1972. "We have 
two people on standby to hop on a plane on 10 minutes' notice to go to Japan" to 
talk with Jenkins. "That's how committed we are to learning what we can from 
him," the official said. 

Since the mid-1990s, the Pentagon has repeatedly asked Pyongyang for 
permission to contact Jenkins and any other alleged defectors in North Korea. 
"North Korea says the defectors are North Korean citizens and they don't want to 
talk to you," the official says. 

The U.S. has experience searching for missing soldiers on territory belonging 
to old foes with which the U.S. has icy relations. The U.S. government launched 
similar forensic investigations in Vietnam, Cambodia and Laos in the late 1980s. 
The cooperation of these three states eventually led to improved bilateral ties. 
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AMERICAN OFFICIALS ESTIMATE THAT 8,100 
SERVICEMEN ARE STILL UNACCOUNTED FOR IN 
NORTH KOREA SINCE THE KOREAN WAR 


Jerry Jennings, who heads the Pentagon office charged with looking for 
missing American servicemen, thinks what happened to U.S. relations with 
Vietnam may provide a "good example" for North Korea, even if its nuclear- 
weapons programme adds a critical complication. Jennings, a deputy assistant 
secretary of defence, says his North Korean counterpart, Col.-Gen. Ri Chan Bok, 
has "referred to the Vietnamese" experience in cooperating in the search for 
missing Americans. "They seem to buy into the argument that . . . this was helpful 
to [Vietnam's] bilateral relations and generally to their reputation in the interna- 
tional community," Jennings says. 

That doesn't mean that negotiations have been hassle-free. Most of these 
encounters take place in Bangkok, where both countries have embassies. The 
Pentagon official says each of his negotiating sessions in recent years with 
Ri, who also serves as Pyongyang's representative to the Panmunjom peace 
village in the Demilitarized Zone separating North and South Korea, has opened 
with a 10-15 minute tirade condemning the U.S. government. "They often 
characterize us as spies and state that we're conducting these operations within 
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COOPERATION: U.S. specialists search 
with a North Korean soldier (centre) 
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"Now I don’t have any interest in war- 
related issues." 

In an earlier meeting with Japanese 
diplomats in Pyongyang, Soga also 
claimed Jenkins had told her that avoid- 
ing Vietnam service was his motive for 
going to North Korea. 

According to a record of an interview 
with the Japanese diplomatic mission, 
published by the Kyodo News Agency 
in October 2002, Soga disclosed details 
of how she was stuffed in a sack and kid- 
napped from her village by North Korean 
agents in 1978. Brought to North Korea 
to train spies in Japanese language and 
customs, Soga met and married Jenk- 
ins in 1980. 

Kyodo reported Soga as telling the 
mission that Jenkins did not want to serve 
in Vietnam. Eight months after Jenkins 
crossed into North Korea in 1965, his 
unit—the rst Cavalry Division—was sent 
to Vietnam. 

Jenkins' former company commander, 
Darrell Best, a retired lieutenant-colonel, 
says he was aware at the time of Jenkins' 
disappearance that the division was being 
prepared for Vietnam service. "We pretty 
well knew that the division had been organ- 
ized as a counter-insurgency division," 
he says. "I knew when I went to Korea." 

If Jenkins stands by the claim that 
he left his unit to avoid the Vietnam War, 
he would be admitting "intent to avoid 
hazardous duty or to shirk important 
service"—one of three grounds for &* 
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> HSBC Trade Services 
Your award winning trade partner. 


An important factor when doing business internationally is knowing 
that wherever you are trading, someone on the other side is taking care of 
your business needs. 

With our in-depth local knowledge, our global financial experience 
and a vast network of about 10,000 offices in 76 countries and territories, 
HSBC Trade Services is well placed to apply our award winning trade 
expertise and global supply chain knowledge to your business and be 
your partner in growth. 

To experience our trade expertise, contact your local HSBC office. 


> www.tradeservices.hsbc.com > trade@hsbc.com.hk 
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|. unpredictable. “Every part of [each operation] is hammered out in excruciat- 
.. ing detail," the U.S. official says. Often the talks get bogged down “over the 
.—.. method of shipment [for supplies], the timing of a shipment, over the quantity 
of diesel oil or rice" and the level of security North Koreans troops will pro- 
vide the Americans. "We've had many all-night sessions." 

In 2002, Ri unexpectedly proposed speeding up the search by launching a 
nationwide interview programme to locate witnesses who might have information 
about missing Americans, his U.S. counterpart says. The North Korean general 


. had said his government understands that the search for missing servicemen is a 


_ “humanitarian effort," but complained that the pace at which the operations were 
. being carried out meant that it would "take years" to complete the search. "We 


i think you're spying . . . so we want you out of the country as soon as possible," 


. Jennings says Ri told him. The American says he told Ri that he appreciated the 
_ proposal but, at least for now, his superiors wouldn't give approval for the price 


~ tag for the interview programme: a hefty $18 million a year. 


What the Americans pay North Korea for the current operations is consider- 

-ably more modest. Despite Washington's embargo on all American trade with and 
.. investment in North Korea, the U.S. reimburses Pyongyang for its costs of about 

. $1 million for each operation. Jennings says this is comparable to what the U.S. 
pays other countries and that it merely reimburses North Korea for the soldiers it 
provides to help with the search and with security as well as for fuel, water and 
other supplies it provides the Ameri- 
cans. "If they're doing this to gener- 
ate funds for the army, they could 
probably think of a dozen things that 
would be more productive," Jennings 
says. Pyongyang has been accused of 
involvement in more lucrative ven- 
tures such as drug-smuggling and 
money-counterfeiting, in addition to 
weapons proliferation. 

In the months after the Korean 
war ended in 1953, Pyongyang and 
its Chinese allies turned over the 
remains of several thousand Ameri- 
can servicemen. Then all coopera- 
tion ground to a halt until 1990, 

. when North Korea began turning over remains to visiting U.S. congressional 

delegations. More than 200 boxes of remains were shipped to the U.S., but 

only 10 servicemen could be identified because the bones of individuals 
were often commingled. 

3 In 1996, Pyongyang agreed to stop excavating and repatriating remains on its 

own and to allow American forensic experts to lead the operations. Since then, 

. U.S. soldiers have led 32 missions during which 208 sets of remains were recov- 
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BACK FROM NORTH KOREA: Coffins 
containing remains of U.S. soldiers 





= ered, of which 17 have been positively identified. 


U.S. officials say their operations in North Korea are much more tightly 
controlled than those in other communist countries such as Vietnam. “The 


A - . Koreans are concerned that we'll talk to locals," says another Pentagon official, 
. who asked not to be identified. "In Vietnam, we stay in local hotels and our 


-  linguists talk to villagers. That doesn't happen in North Korea." 
x However, at one search site at the Chosin Reservoir north of Pyongyang 
=~ A earlier this year, the North Korean and U.S. teams celebrated the end of their 
. operation by sharing a barbecued pig. 
r This year, for the first time since 1999, Pyongyang agreed to allow Washington 
to ship supplies and repatriate remains by land across the Demilitarized Zone into 
South Korea, where the U.S. has military bases, instead of moving them by air or 
sea through American installations in Japan. 

In November, Jennings is scheduled to return to Bangkok to negotiate plans 
for joint operations in 2005. U.S. condemnation of North Korea for its human- 
rights violations or efforts to press the regime to abandon its nuclear-weapons 
programme haven't seemed to threaten Pyongyang’s cooperation in the search 
for missing servicemen. "When things go bad [in our relations], it tends not to 
Affect negotiations [on forensic aonerationsl " savs the IIS official *Thev're 
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charges of desertion cited in the U.S. 
Manual for Courts-Martial. 

The U.S. government has been anx- 
ious to see Jenkins prosecuted since he 
was permitted to leave North Korea in July 
to send a signal that it is tough on deser- 
tion. But the Jenkins case is emotion- 
charged in Japan. Sympathy for Soga over 
her kidnapping and marriage to Jenkins 
runs high among the Japanese public. 
Prime Minister Junichiro Koizumi has 
personally asked President George W. 
Bush to treat Jenkins leniently. 

The diplomatic pressure from Japan, 
an important U.S. ally in the Pacific and 
in the conflict in Iraq, is a factor encour- 
aging the military to strike a deal with 
Jenkins to ensure the case comes to à 
quick end. “I think politically what [the 
U.S. military] wants is to have this go 
away," says Washington-based military 
attorney David Sheldon. 

Moreover, the prosecution case may 
be facing problems. It has long been 
assumed that one of the keys to the pros- 
ecution would be four letters allegedly left 
behind by Jenkins in 1965 declaring that 
he intended to desert. But in response 
to a Freedom of Information Act request 
by Jenkins' nephew, the army admitted in 
March that it was unable to find the let- 
ters in its archives. 

A letter from the army's Office of 
General Counsel to the nephew, James 
Hyman, states that a thorough search of 
the archives "did not locate any records 
responsive to your request for four notes 
left behind by your uncle." 


DOUBTS ABOUT EVIDENCE 

Hyman says he does not believe the let- 
ters existed. “If you are going to base 
somebody's desertion on four so-called 
letters, you would make sure you would 
keep those records," Hyman says. "Why 
did the letters get missing, if there were 
any letters at all?" 

Without the letters, the prosecution 
would be forced to rely heavily on the 
nearly 40-year-old recollections of ageing 
members of Jenkins' unit. Best, Jenkins' 
former company commander, says he per- 
sonally doubts that Jenkins' motive for 
desertion was to stay out of Vietnam. 

Since Jenkins' voluntary surrender to 
the military, he has been on active duty, 
wearing a uniform and reporting for duty 


as an administrative as- = 

sistant. He has been & - 
living on the army base 
with Soga and daughters 
Mika, 21, and Brinda, 19. 
The aim of any plea bar- 
gain negotiated by his 
defence attorney, Culp, 
would be to ensure Jenk- 
ins is either released or 
that he serves only min- 
imal jail time. 

There is strong pres- 
sure from Japan seeking 
to ensure that Jenkins 
can remain in the coun- 
try with his wife and his 
daughters. “It seems 
that he is being treated 


tmann 


Bet 


in a very fair, humane manner, and we 
hope the legal procedure will lead to a 
situation where the Jenkins-Soga family 
can live in Japan as they wish," says a 
high-ranking Japanese official close to 
the case. 
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But at the very least, after Jenkins 
emerged from North Korea, travelling to 
Japan via Indonesia, he may have ensured 
a guilty verdict on one charge. By failing 
to turn himself in for more than 30 days 
after leaving North Korea, he may have 















Development Aree 





* 
we- eg” - =k 
hd pe Dann 8: 
PAP»? : ! à bs _— T. 
y (hs - d dial :' yt ^ . 
, 


Ec 


The Hangzhou ETDA. We mean business! 


More and more blue-chip companies are choosing to 
move to Hangzhou Economic & Technological 
Development Area, in Zhejiang Province. It's not 
hard to see why. Hangzhou ETDA offers attractive 
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. Honors Awarded 


1965: Troopers of the 1st 
Cavalry arrive in Vietnam 


been technically absent 
The Man- 
ual for Courts-Martial 


without leave 


states that a bad-con- 
duct or dishonourable 
discharge and a maxi- 
mum jail term of one 
year could be imposed 
for this offence. 
Jenkins hopes that 
enough time has passed 
for military authorities 
his time in 
North Korea as punish- 
ment enough for any 


to view 


offence he may have 
committed. The U.S. has offered 
clemency to thousands of returning Viet- 
nam deserters and draft-dodgers. 
Despite the notoriety surrounding the 
case, a publicly contrite Jenkins will be 
seeking similar treatment. = 


e "Best Human Residence City" award from United 
Nations in 2002 
e "International Garden City" in 2002 


e "China's Best City with overall Investment 


Environment" by the World Bank in 2003 
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e "National-class SEZ with Best Investment 
Environment" by Japan External Trade Organization 
(JETRO) in 2004 


HEDA's Exclusive Advantages 
e World class Manufacturing Base 
* University Town with advanced academic commununity 


* A Garden City, many leisure and lifestyle options 


Contact Information 

Add: Yindu Mansion (Xiasha), HEDA, 
Hangzhou, 310018, PRC 

Tel: (86 571) 8691 2683 / 869] 3653 

Fax: (86 571) 8691 2683 


URBAN TOLL: The 
1923 temblor left 
more than 100,000 
people dead 
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Tokyo Gets the Shakes 


Two quahes in early September rehindle fears of a major temblor roching the capital some 
time soon. Protective measures have been taken, but a big one will still hurt a lot 


WHEN TWO BIG EARTHQUAKES shook central Japan within 
hours of each other early last month, the damage was limited. 
The September 5 offshore quakes, measuring 6.9 and 7.4 
on the open-ended Richter scale, caused tidal waves, capsized 
more than a dozen boats and left around 40 people injured 
in Wakayama and Mie prefectures. In short, nothing like 
the deadliest quake in recent Japanese history, the 1995 
temblor that struck the port of Kobe, killing more than 6,400 
people and levelling a large area of the city. 

Yet, some 450 kilometres to the east in Tokyo, while res- 
idents felt merely a faint tremor, there was psychological dam- 
age. The quakes were the largest to hit Japan this year and— 
helped along by some media speculation—rekindled long- 
held fears that the densely packed capital could soon be flat- 
tened by a massive temblor. 

Scientists do little to allay these fears. "The next big one 
can come any time now,” says Keiji Doi, associate professor 
at the University of Tokyo's Earthquake Research Institute. 
While seismologists have evidence that Tokyo is not likely 
to be affected by an offshore quake—like the devastating tem- 
blor of 1923—for at least another 100 years, they have no way 
of forecasting when the next quake centred on Tokyo will 
hit. So it's the threat of a land-based quake that's giving Tokyo 
residents the jitters. 

Even the central government, while trying to downplay 
these fears, acknowledges that the big one may not be far 
off. In August, a 12-member Earthquake Research Commit- 
tee attached to the Education Ministry reported that there was 
a 7096 chance that a quake measuring between 6.7 and 7.2 
on the Richter scale would hit Tokyo or neighbouring pre- 
fectures in the next 30 years. 





By Ichiko Fuyuno/Tokvo 


Tokyo is vulnerable because the sprawling metropolis sits 
above three tectonic plates, which are separate slabs of the 
earth's crust. The five big quakes (ranging from 6.7 to 7.2 
on the Richter scale) in the Tokyo area since 1885, when 
10,000 people died, occurred when these plates shifted 
beneath the city, scientists believe. Damage can be severe even 
if the seismic shunt is not centred on Tokyo—the 1923 quake, 
which measured 7.9 on the Richter scale, toppled build- 
ings, triggered devastating fires and killed more than 100,000 
people in the capital and environs. 

If a major earthquake—one measuring 7.0 or more on the 
Richter scale, with anything above 8.0 classified as a great 
earthquake—were to hit today or tomorrow, what would be 
the impact and would Tokyo be prepared? Even though greater 
Tokyo is home to about a quarter of Japan's population of 
120 million, the next killer quake is not expected to rack up 
such a heavy death toll as those of 1885 or 1923. But casual- 
ties could still be significant. 

The city government in 1997 estimated that a 7.2-mag- 
nitude quake centred on Tokyo and hitting during the evening 
rush hour would kill some 7,000 people, injure 158,000 
and leave almost 4 million homeless. The temblor would 
destroy some 43,000 buildings and cut vital power supplies 
and communications links. 

The Tokyo-based Mizuho Information & Research Insti- 
tute, in a 2001 report, estimated that a quake of that magni- 
tude centred on Tokyo would cost the city about Y38 trillion 
($348 billion) in damage to infrastructure, telecommunica- 
tions, transport and buildings. 

A major quake would also, at least temporarily, paralyze the 
world's second-largest economy as Tokyo is home to major inter- 
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national financial markets. The Tokyo Stock Exchange has a 
back-up operating system, but would halt trading if the sys- 
tem was badly damaged. “The impact on the world economy 
would be immeasurable,” says Tokyo University’s Doi. 

Hiroyuki Tada, a Mizuho researcher, says that while a 
major quake centred on Tokyo was unlikely to trigger a global 
recession, “it certainly would produce significant damage 
worldwide.” He believes that it would at least slow the world 
economy partly because of the time it would take to restore 
damaged infrastructure. 

“A great quake will definitely come, we can't avoid it,” says 
Hiroyuki Sato, an assistant counsellor in charge of disaster- 
prevention measures at the Cabinet Office. “All we can do is 
to minimize possible damage." The government in 1981 intro- 
duced revised legislation to ensure that tall buildings were 
constructed to resist a quake, while some older elevated high- 
ways have been reinforced to prevent collapse. 

The city government and emergency services have also 
drawn up plans to deal with the aftermath of a quake. These 
include construction over the past three decades of a network 
of big pipes that will allow the municipality to store up to three 
days of water for all 8.4 million residents of Tokyo's central 23 
wards. The government has also stocked instant noodles, rice 
and other survival rations in 17 warehouses around the city, 
municipal officials say. 
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The municipal authorities have also been WO king vel 
the years to minimize the dangers of huge fires sweeping 
quake-hit city. To this end the central government each year 


allocates the city ¥100 billion with which to replace closely 
packed wooden houses with concrete buildings on solid foun 
dations. But the project is moving slowly, and some poten 


tially dangerous areas won't be rebuilt until 201! 

Meanwhile, Tokyo residents are making their own prep 
rations. Sakai Moving Service, an Osaka-based firn 
sells products to make homes more quake-resistant, reports 
robust sales from Osaka to Tokyo of a super-strong adhi 
sive tape designed to prevent furniture, such as dressers 
falling over during a temblor. Consumers have 
10,000 packs since the tape went on the market in August, 
a Sakai official says. 

Tokyo housewife Tomoko Furuno is one of those who takes 
no chances. After the r095 Kobe quake she went out and 
bought adjustable plastic poles to wedge between the ceil 
ing and her furniture. 

Last year, after a few big quakes shook northern Japan 
the 62-year-old started storing bottles of water and put 


together an emergency kit containing rope, candles, a flash 
lamp and survival food. “I am getting more and more 


nervous,” Furuno says. “Now, I get frightened even when 
feel a really faint tremor.” = 
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AFGHANISTAN 


Tougher Than 
Expected 


In the final days of campaigning, a 
] paigning 
ground-breahing election seems less of a sure 


thing for President Hamid Karzai 





By Ahmed Rashid/ KABUL AND GHAZNI 





KARZAI RALLY: The president hopes to attract broad support 


A LACKLUSTRE CAMPAIGN among the 18 candidates in 
Afghanistan’s first presidential elections on October 8 sud- 
denly picked up in the final days of campaigning as President 
Hamid Karzai and his main opponents whizzed around the 
country to drum up support. 

“I am really enjoying myself,” Karzai told the Review in 
Ghazni, where he addressed a large public gathering sur- 
rounded by a massive security presence provided by Ameri- 
can and Afghan forces. “This is turning out to be an incred- 
ible campaign.” Karzai addressed a cheering crowd of some 
20,000 people: “This vote is not just to choose a president but 
for peace and stability in Afghanistan. I appeal for your vote, 
but | do not want your vote forced . . . This will be a free and 
fair election with secret balloting.” 

Karzai was optimistic, though there was some indication 
that he was in for a tougher election fight than expected. Con- 
trary to previous estimates by Western and Afghan officials 
that Karzai would easily attract more than the 50% of the vote 
required to avoid a run-off election, it appears that at least 
three leading opposition candidates are doing better than 
expected. Unlike Karzai, none of the three are national 
leaders. They want to mobilize blocs of voters from their own 
ethnic groups, which could intensify still-deep ethnic divi- 
sions in the country. 

Meanwhile Karzai, who is expected to sweep the south 
where his fellow Pashtuns are concentrated, is expected to 
focus on capturing votes from smaller ethnic groups in order 
to emerge from the election as both a national leader and a 
healer of ethnic divisions. 

As Karzai said to supporters in Ghazni, the election is 
critical for the long-term stabilization of Afghanistan. But 
in the short term, it may be even more important for United 
States President George W. Bush's re-election campaign. As 
Sen. John Kerry inches up the polls and as the scheduled 
January elections in Iraq look increasingly doubtful in the 
face of large numbers of people being killed every day in that 
country, Bush has been touting the Afghan elections as a 
major foreign-policy success for his administration—before 
they even took place. 


THE EXPECTATIONS GAME 
There is little doubt that Karzai will win, but the question is 
by how much. With no pre-election polls available, every- 
thing has been a “guesstimate.” Some Afghan insiders 
and Western diplomats have predicted that Younus Qanooni, 
the Tajik leader from the Panjshir Valley and a former edu- 
cation minister in the Karzai cabinet, will receive as much 
as 25% of the vote—mostly from Tajiks. According to some 
observers, Mohammed Mohaqeq, a leader of the Shia Mus- 
lim Hazaras, is likely to pick up the majority of Hazara votes, 
which represent about 1096 of the likely total. And Gen. 
Rashid Dostum, the Uzbek leader, claims support from a 
majority of Uzbeks in the north. Both Mohaqeq and Dos- 
tum are warlords. 

Karzai's 17 opponents are far from united, but the large 
ethnic blocs that some of them may attract, plus the few votes 
that the other—largely unknown—candidates receive, >> 
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could prove problematic for the president. "The danger is 
that if Karzai receives just under or just over 5096, the los- 
ers could unite to demand a run-off election or, even worse, 
denounce the elections as fraudulent," says a senior West- 
ern diplomat. However, Karzai's people express confidence 
that their man will win a clear victory. "I am sure Presi- 
dent Karzai will receive at least 6596 of the vote," says Inte- 
rior Minister Ali Jalali. 

In the weeks leading up to the elections, U.S. and Euro- 
pean diplomats and leading Afghans on both sides of the 
divide were desperately trying to cement a deal between 
Karzai and Qanooni in which Qanooni would quit the elec- 
tion in return for key ministerial slots for his group. That 
deal fell through as hardliners on both sides insisted that 
their leaders go it alone. 

Now there is little doubt that a credible election is under 
way, with Karzai facing a tough fight to get at least 5596- 
6096 of the vote in order to pre-empt any post-poll controversy. 
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CROWDED BALLOT: Voters will be spoiled for choice in the election 


Given the distances and logistical difficulties, counting will 
be slow, and though voting trends should be clear after about 
five days, certified results are not expected until the end of 
October. If there is a run-off election, it would have to take 
place at the end of November—after the tough Afghan win- 
ter has already settled in. 

Afghanistan remains a country beset with problems: the 
continuing war with the Taliban and Al Qaeda, a massive 
drugs trade and warlordism in many areas. But security at the 
polls remains the biggest headache of all when it comes to 
holding free and fair elections. A senior American diplomat 
said most of the U.S.-led coalition's 19,000 troops will be 
deployed out in patrols or in rapid-reaction teams in the south, 
east and west of the country. Meanwhile, the Nato-led peace- 
keeping force of 9,000 soldiers have deployed rapid-reaction 
units for the north and for Kabul. 

Foreign troops will not guard polling stations, though 
they will patrol counting centres. Security at the polling sta- 
tions will depend on some 50,000 policemen, 14,000 mem- 
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CONCERN ABOUT VIOLENCE HAS 
CAUSED MANY FOREIGNERS TO 
LEAVE KABUL UNTIL THE ELECTION 
IS SAFELY PAST 


bers of the Afghan National Army and local militias. That 
last group in particular opens up the prospects of war- 
lords and commanders exerting considerable influence over 
voting, and the possibility of fraud and intimidation form 
a big concern for many. 

Meanwhile the Taliban has said it will do its utmost to 
disrupt the polls. But that does not seem likely. “We have dis- 
rupted numerous plots by the Taliban because of our high 
state of security," says Jalali. He said that, since October 1, 
more than 100 Taliban have been captured trying to enter 
Afghanistan across the Pakistan border, and stashes of explo- 
sives, car and truck bombs, and suicide-bombers' explosive 
belts have been discovered in or near Kabul. 

Nevertheless, the tension is palpable in Kabul. More 
than 1,000 nonessential foreign staff working for non- 
governmental organizations, embassies and United Nations 
agencies have left the city for the immediate period around 
the election. Adds U.S. Army spokesman Maj. Scott Nelson: 
"As we get closer to the election, we expect to see more 
[Taliban] activity." 

For the UN, the election is the first it has conducted in 
a continuing-conflict zone rather than in a post-conflict envi- 
ronment. Officials of the Afghan-UN Joint Electoral Man- 
agement Body say that the election, at a cost of some $200 
million, has involved hiring and training 115,000 Afghan 
electoral staff to set up 22,000 polling stations at 4,900 
voting sites. 

About 5,000 satellite phones will help connect remote 
polling stations, while donkeys, helicopters and cargo aircraft 
will carry sealed ballot boxes to counting centres in regional 
capitals. In some areas of three Taliban-infested provinces 
in the south—Uruzghan, Zabul and Paktika—election staff 
and voting slips will be delivered by air in the morning and 
flown out the same day after the polls close. 

Of the 10.3 million voters who have registered—a total 
beyond the expectations of many—4196 are women. Officials 
say that the actual turnout may be much lower than 10 mil- 
lion because thousands of people have fraudulently registered 
more than once. There have been reports of at least one 
individual in Kabul who secured 60 voting cards, which he 
hopes to sell either to candidates or to those without cards, 
but he will only be able to vote once as his finger will be 
marked with indelible ink. 

"Free and fair elections are often seen as the finishing 
point in political transition," says William Maley, a profes- 
sor at the Australian Defence Force Academy in Canberra 
and the author of several books on Afghanistan. "In real- 
ity for Afghanistan, they are just one part of a much more 
complex set of processes in stabilizing the country." & 
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Ensuring Asia’s Maritime Safety 


By Mark J. Valencia 


The writer, based in Honolulu, is an analyst and 
commentator on Asian maritime-policy issues 


When Adm. Thomas Fargo, testifying before the United States 
Congress, suggested a Regional Maritime Security Initiative 
for Southeast Asia, he sparked a backlash. The supposed 
purpose of the RMSI is to put into regional operation the 
Proliferation Security Initiative, aimed at preventing the spread 
of weapons of mass destruction. The initial focus of the RMSI 
was to be the Strait of Malacca. Consequently, Malaysia and 
Indonesia opposed the proposal as an affront to their sover- 
. eignty and competence. Only Singapore strongly supported 
the idea. Lost in the fog were the political context and the ques- 
tion of whose security was at stake. 

The strait states and the maritime powers have different per- 
ceptions and priorities. For many in the region, weapons of mass 
destruction are not their highest concern. Moreover, Indone- 
sia and Malaysia worry that a U.S. presence in the Strait of 
Malacca or the Singapore Strait could actually attract terrorist 
attacks and bolster the ideological appeal of extremists. 

From Malaysia's particular perspective, threats to its sover- 
eignty are its highest priority, followed by threats to the envi- 
ronment and fisheries by oil spills, and threats to its fisher- 
men mainly by Indonesian pirates. Piracy against foreign ships, 
arms smuggling and maritime terrorism are not high priorities, 
and indeed it believes these issues have been exaggerated. 


For many in the region, weapons of mass 


destruction are not their highest concern yy 


Indonesia’s perception is somewhat similar in that threats to its 
sovereignty are paramount, followed by arms smuggling to Aceh 
separatists. Singapore, which has very little maritime space, and 
which is heavily dependent on unimpeded commercial shipping 
traffic through the Strait of Malacca, views piracy and terror- 
ism as major threats to its national security. 

For its part, the U.S. is focused on terrorism and ship- 
ments of weapons of mass destruction, while Japan is concerned 
about piracy. Both accord much lower priority to other security 
threats. Since September 11, 2001, the U.S. has considered Mus- 
lim extremists in Southeast Asia as a potential threat to com- 
mercial shipping moving through the region. The worst-case 
scenario is that a supertanker will be hijacked or attacked and 
sunk in the narrowest portion of the Strait of Malacca, disrupt- 





ing commercial traffic including imports of oil to 
Japan and South Korea, and potentially constrain- 
ing U.S. naval mobility and flexibility as well. 

The U.S. seems to have little confidence in the 
ability of Southeast Asian countries to prevent such 
a catastrophe. Underscoring this concern, for several 
months it undertook with India a proactive attempt 
to protect against terrorism by taking turns escorting 
potential targets through the strait. Although such 
escorts are legally allowed under the Law of the 
Sea, Indonesia and Malaysia were not pleased with 
the presence and activities of the foreign warships. 
Indeed, the U.S. and Indian patrols in the strait 
created suspicion in Southeast Asia regarding their 
real goals. America’s apparent interest in a close mil- 
itary relationship with India suggests that the coor- 
dinated Indian and U.S. naval presence in the strait 
may not just have been to combat terrorism, but part 
of a broader strategy of promoting an Indian naval 
presence in the region. Moreover, Singapore's strong 
support for the proposal was seen in the context of 
its negotiations with the U.S. on a strategic security 
and defence arrangement. 

As a pre-emptive reaction, Malaysia proposed 
joint anti-terrorism training, coordinated patrols 
and increased intelligence-sharing. Deputy Prime 
Minister Najib Razak said: “I stress that we must 
tighten cooperation among Malaysia, Indonesia and 
Singapore as it is our responsibility to convince the 
international community that the straits will not be 
exposed to possibilities of a terrorist attack." Indone- 
sia made a similar proposal as part of its larger pro- 
posal for an Asean Security Committee. Finally, on 
July 20, 17 vessels from the Indonesian, Malaysian 
and Singaporean navies began joint patrols in the 
Strait of Malacca. 

Still, the U.S. has shown no signs of backing off. 
In May, it proposed the RMSI at the Asean Regional 
Forum meeting. But this was opposed, especially by 
Malaysia. Nevertheless, U.S. Secretary of Defence 
Donald Rumsfeld emphasized the importance of 
the RMSI at the July Shangri-La Dialogue in Sin- 
gapore, while promising “to consult with friends and 
allies regarding its implementation.” 

Clearly, more naval patrols and escorts, train- 
ing exercises and increased monitoring and readi- 
ness would be useful deterrents. But given cur- 
rent sensitivities, for the RMSI to be successful, 
the three strait states must take the initiative 
and carry most of the load, with perhaps the U.S. 
backstopping the effort with technology, train- 
ing and intelligence-sharing. = 
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China Reconsiders 


One-Child Policy 


Beijing is considering the value of continuing the 
one-child policy that has been in place for 25 years, 
according to a variety of government officials who 
spoke to The Asian Wall Street Journal. At the time it 
was adopted in 1979 at the urging of Deng Xiaoping, 
the one-child policy was as revolutionary as Deng’s 
economic reforms, representing a huge change from 
the historical importance of large families in China 
and from a Maoist philosophy that encouraged par- 
ents to have more children because China would be 
strengthened by a big population. But in the years 
since the one-child policy was launched, it has come 
to be characterized as a human-rights disaster 
because of what some have said are cases of forced 
sterilization, abandonment of unwanted children 
and infanticide by parents who favoured sons over 
daughters. According 
to 2000 census data, 
China had 117 boys 
born for every 100 
girls. Fears of instabil- 
ity that could be caused 
by this imbalance is 
prompting officials to 
consider relaxing or 
scrapping the policy. 


CHILDREN: Policy under review 
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CHINA RESISTS CALL FOR FLEXIBLE RENMINBI 
Chinese officials refused to make a firm commitment on when they might 
relax the renminbi's rigid peg to the dollar as they attended for the first 
time a meeting of the world's most developed economies, known as the Group 
of Seven. The peg to the dollar has been a source of controversy and annoy- 
ance to the United States as the American presidential election approaches 
and the U.S. trade deficit with China grows. But China's central bank gov- 
ernor, Li Ruogu, said after his dinner meeting with the G-7 in Washington 
on October 1 that China, while committed to a more flexible exchange-rate 
policy, will not set a deadline for change. U.S. Treasury Secretary John 
Snow said that the U.S. was "not satisfied" with China's progress up to 
now in embracing a more flexible exchange rate. But he also said he would 
not "put a clock on it." 





ENERGY 


China is warning of 
possible power shortages 
in key manufacturing 
regions this winter and 
spring Cheng Guangjie, 
vice-president of the East 
China Power Grid, said 
recently that the eastern 
provinces of Jiangsu, 
Zhejiang, Anhui and 
Fujian, as well as the city 
of Shanghai, are likely to 
be hit by the shortages. 


EQUITIES 


China's largest steel 
maker, Baosteel, is 
contemplating a stock 
listing on the New York 
Stock Exchange to take 
advantage of global 
investor interest in 
China's remarkable 
economic growth, 
according to the Financial 
Times. Xie Oihua, Baos- 
teel's chairman, said that 
she favoured a listing in 
New York over London or 
Frankfurt, perhaps in the 
next three to five years. 
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On-line gaming is set to 
grow dramatically in 
China over the next few 
years, according to 
industry analysts quoted 
by the official government 





MILLIONS OF Chinese 
hit the road to take 
advantage of a week- 
long National Day 
holiday at the begin- 
ning of October. 
Tourists surged in 
and out of Beijing and 
other key cities, 
stretching China’s 
transport infrastruc- 
ture to the breaking 
point. In the capital 
city alone, the Beijing 
Youth Daily newspa- 
per reported, 
250,000 people were 
boarding trains to 
leave the city each 
day. The official 
Xinhua news agency 
reported that 2.5 
million people were 


expected to travel by 
air during the holiday. 


news agency, Xinhua. The 
analysts said that China's 
gaming industry could 
grow sevenfold over the 
next two years to become 
a billion-dollar business. 
Xinhua quoted unidenti- 
fied foreign businessmen 
saying that China is 
emerging as the world's 
most promising market 
for on-line gaming. 


GOVERNANCE 
HSBC has named Laura 


Cha, a former securities 
regulator both in >> 
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BIG OIL COMPANIES QUIT PROJECT 

Two big multinational energy companies, Royal Dutch/Shell and 
Unocal, have withdrawn from a multibillion-dollar project to develop 
a natural-gas field in the East China Sea—the second high-profile exit 
of multinational companies from a huge Chinese energy project in 
the past two months. In August, a Shelled consortium pulled out 
of the west-to-east gas pipeline project, which is meant to bring nat- 
ural gas from the undeveloped northeast of China all the way to 
Shanghai. Analysts said that the recent case probably involved a dif- 
ference of opinion over the potential of gas fields in the East China 
Sea. Specifically, industry analysts told The Asian Wall Street Journal 
that foreign companies didn’t think there was enough gas in the pro- 
posed Xihu Trough project to be commercially viable. 


HK COURT WINDS UP MAINLAND FIRM 

A Hong Kong court has ordered the liquidation of a mainland munic- 
ipal investment company, Zhuhai city’s Zhu Kuan Group. Accord- 
ing to the South China Morning Post, the action represents the 
first time that the core investment vehicle of a mainland government 
-company has been ordered into liquidation by a Hong Kong court. 
The action came after Zhu Kuan and its Hong Kong-based subsidiary, 
Zhu Kuan (Hong Kong) defaulted on nearly HK$8 billion (more 
than $1 billion) in loans from 34 creditor banks. Zhu Kuan Group has 
a diversified investment portfolio including hotels, bridges and 
tourism businesses in Hong Kong, Macau and Zhuhai. It report- 
edly owes more than HKS4 billion to the Zhuhai government alone. 


U.S. LAUNCHES ANTI-PIRACY CAMPAIGN 

The United States announced on October 3 that it will launch a 
coordinated crackdown on the theft of American intellectual prop- 
erty in China called the Strategy Targeting Organized Piracy, or 
Stop. One U.S. official said that China is not the only problem 
country when it comes to theft of intellectual property, but "it 
is ground zero." The action, which has reportedly been in the 
works for a year, seems timed to signal a get-tough policy with 
China on the eve of the American presidential election next month. 
In particular, the U.S. campaign will target pirated compact discs 
and copied car parts. 


CONSUMERS DRIVE MANUFACTURING 

A new report says that while China's manufacturers enjoyed a robust 
September, higher commodity prices are squeezing profit mar- 
gins. The Chinese purchasing managers' index, or PMI, rose to a sea- 
sonally adjusted 54.1 in September from 53.5 in August (a num- 
ber above 50 shows expansion and below 50 shows contraction). 
Speaking to The Asian Wall Street Journal, the chief economist for 
investment bank CLSA's Asia-Pacific Markets, Jim Walker, said 
that the result was especially encouraging "from the domestic- 
demand side." New orders from Chinese consumers now stand at 
their highest level since April. Beijing has tried to rein in its economy 
this year with administrative controls over growth to restrict items 
like lending and outside investment into China. 
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Hong Kong and, until 
recently, China, as an 
independent director. Cha 
last month left her post 
as a vice-chairwoman of 
the China Securities 
Regulatory Commission, 
which is the mainland's 
securities regulator. In 





CHA: Named to HSBC board 


2001, Cha left a similar 
position with the Hong 
Kong Securities and 
Futures Commission to 
take the China position. 


DIPLOMACY 


A group of 44 North 
Koreans, who touched off 
a diplomatic row between 
China and Canada after 
they scaled a fence to 
enter the Canadian 
embassy compound in 
Beijing on September 29 
seeking asylum, remained 
there as the Review went 
to press a week after the 
drama began. Beijing had 
demanded that Canada 
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turn the 44 over to 
Chinese authorities, but 
Canada has refused. 


Premier Wen Jiabao 
arrived in Vietnam on 
October 6 for a two-day 
visit in advance of the 
start of the annual Asia- 
Europe Meeting on 
October 8 in Hanoi. 
Analysts thought that the 
long-standing Spratly 
islands dispute was likely 
to take a back seat to 
discussions over 
cementing economic 

and political ties. 


ADVERTISING 


An advertisement for a 
Japanese paint company 
has offended the Chinese 
audience for whom it was 
intended in a sign that 
Chinese consumers 
remain sensitive to even 
small perceived slights 
emanating from Japan. 
The ad, which was 
created by a unit of 
global advertising giant 
Leo Burnett, showed a 
sculptured dragon, a 
symbol of China, unable 
to keep a grip on a pillar 
coated in a product from 
Nippon Paint. After 
readers of an early 
version of the ad com- 
plained that the ad 
suggested that a Chinese 
symbol was easily 
defeated by a Japanese 
product, Leo Burnett 
issued an apology. 
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Foop PoLicy 


Peasants Bloom 


A revolution in farming practices is bringing wealth to the Chinese countryside. It is also bringing 
China into fierce competition with the world's biggest food producers, among them the United States 


IRON SALAD BOWL 
Horticulture is booming as 
grain production falls 


China's sown areas (hectares) 
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By Andrew Browne/La! YANG, SHANDONG PROVINCE 


AT AN AGE when many men in China 
have eased into retirement, Song Jiejun, 
57. is starting all over again. The former 
village police chief has set up home with 
an attractive new wife 25 years his jun- 
ior, he's become a father again and he's 
bought his first car. 

And to support this new lifestyle Song 
has made a late career change: he's now 
a vegetable farmer. 

Daybreak finds a tanned and sprightly 
Song at his fields in coastal Shandong 
province supervising peasants as they 
pluck okra, a vegetable seldom eaten 


only a fraction is exported, it is enough 
to challenge major growers in markets 
they once owned. Fresh Chinese broccoli 
now finds its way into Tokyo lunch 
boxes, replacing Californian varieties. 
Apples from the United States are being 
shut out of Singapore and Hong Kong 
by Chinese exports. 

So far, the threat to the world's pro- 
ducers has been mainly in export markets. 
China has a long way to go before it can 
match international standards for qual- 
ity. Its agricultural technology lags badly; 
cooling and storage facilities are primitive; 


1996 2003 locally but a pricey delicacy across the farmers too often saturate crops with 
112.5 million 99.4 million sea in Japan, where most of the slender harmful pesticides and overload the ex- 
pods end up. hausted soil with chemical fertilizer. 
VEGETABLES In many ways, Song's new lease on Yet, as in manufacturing, China is 
life mirrors the rejuvenation of large parts learning fast. Part of the impetus is com- 
of China's rural economy. There's money ing from export opportunities opened 
in farming these days. China has turned 
into a market stand for much of Asia, and : 
the upshot for the world's food exporters THE WORLD'S 
could be just as profound as the impact of BIGGEST FARM 
China’s transformation into the manu- 
1996 2003 facturing “workshop of the world.” E. 
10.5 million 18.0 million "We've taken on the Japanese mar- * China's growers now 
_ ket,” boasts Song, with his keys jangling produce half the world's 
ORCHARDS from one hip and a mobile phone from vegetables and melons 





the other. *In time we'll take on the 
Americans too." 

Across large swaths of coastal China, 
traditional plots for grain are giving way 
to orchards and greenhouses. The shim- 
mering light under aircraft approaching 
Shanghai's airport, often mistaken by 


* Export opportunities 
have been opened by 
WTO membership 


* Diminishing state control 
over food production 
has allowed Chinese 


1996 2003 "BR i : 
8.1 million 9.4 million travellers for the sea, is in fact miles of farmers to play to their 
clear plastic swaddling rows of vegeta- strengths 
Photos: Getty images Source: National Statistics Bureau of China — bles. The crops feed a swelling popula- 


tion of wealthy city dwellers. And while 





by China’s membership of the World 
Trade Organization. Chinese farming is 
getting better “very quickly,” says Richard 
Herzfelder, executive vice-president of 
China Food and Agricultural Services 
Inc., a Shanghai-based consultancy. Many 
assumed it would take 10 years from 
WTO accession in 2001 before China 
could match the quality of U.S. fruit. The 
best farms already can. "They're pro- 
gressing twice as fast as people thought," 
Herzfelder says. 

In the 1980s, the U.S. was the world's 
biggest producer of apples. Now China 
produces four times as many. American 
apple sales to Singapore have halved in 
the past five years while Chinese exports 
have doubled, giving China almost 6096 





of the market in the prosperous city state. 
Chinese broccoli sales to Japan have 
tripled since 1995, while American ex- 
ports are down by a third. "We're being 
hammered" in certain markets, says Tracy 
King, export director of the Washington 
Apple Commission. 

Much is riding on a struggle among 
Chinese policymakers. The traditional- 
ists, obsessed with food security, want the 
focus of agricultural policy to remain 
on grain self-sufficiency (see article on page 
34). But those who favour free trade sup- 
port the shift toward higher-value horti- 
culture as a way to raise rural incomes 
and play to China's advantages. Horti- 
culture uses less farmland, a dwindling 
resource in China, and more labour, 


NEW WEALTH: Ex-policeman Song Jiejun 
has doubled his earnings 


which China has in abundance 

Some see evidence that the reformers 
are coming out on top. "There's been à 
seminal change in the tenor of the dis- 
cussion," says Dan Rosen, a visiting fel- 
low at the Institute for International Eco- 
nomics. ^On the face of it, California has 
a China problem," he says 

Other forces, too, are propelling the 


shift toward the free market. A law 
passed last year gives farmers more 


secure rights to the tiny plots of land they 
hold under 30-year leases. That has a cre- 
ated a more liquid market in land. Mil- 
lions of peasants are sub-leasing theii 
land to move to the cities, where they can 
make a better living. The plots vacated 
are being stitched together into size- 
able holdings, so that in many places 
subsistence farming is being replaced by 
commercial farming. 

Between now and 2020, 
million peasants are expected to migrate 
to urban areas, giving further impetus 
to farm consolidation. At the same time 
China is embarked on a mammoth proj- 
ect to build a national highway network 
Suddenly, once-remote farms can start 
growing perishable crops like lettuce and 
strawberries and rush them to markets at 
home and abroad. 

China now produces half the world's 
vegetables and melons—five times more 


Some 3 


| than India and 11 times more than the 


U.S.—compared with just over one third 
in 1995. Meanwhile, output of broccoli 
carrots and other vegetables and tomatoes 
has more than doubled. Over th: 
period, China's planted area for vegeta- 
bles has jumped by 8996 and for fruit by 
16%, while the area sown with grain has 
dropped by 1096. 

Down on the farm, Song and people 
like him aren't waiting around for the out 
come of the policy debate. Entrepreneur- 
ial and politically savvy, they are changing 
the face of farming by working deals to 
lease land and link up with hi-tech 
processing businesses, marketing and 
distribution networks. 

Song has assembled 100 mu (6.6 
hectares) of land that once supported ses 
eral dozen families. “If I was young again 
I'd have 10,000 mu,” he says. PI 
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SURVIVAL: China's vast appetite could have an impact on 
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prices worldwide 


FEEDING CHINA'S 1.3 BILLION 


As fruit and vegetable production 


- expands and farmland is lost to factories 


or parched through lack of irrigation, a 
ravenous China eats through its own 


grain reserves and then starts devouring 
. American granaries. Long lines of grain- 
- bearing cargo ships sail across the 
—— Pacific to try to satisfy the appetite of 
- China's billion-plus people. But the 


demand is overwhelming: Water is 


getting scarcer in the United States, too. 


Food prices soar all over the world. 
That's the grim future predicted by 
U.S. economist Lester Brown in a paper 
called China's Shrinking Grain Harvest, 
published in March. Brown notes that 


- China's grain harvest has fallen in four of 


the past five years. Rising world wheat 
prices, he says, may be just "the early 
tremors before the quake." 

Brown's writings tap into some of 
China's deepest-seated insecurities. 
State media denounced his 1995 book 


Who Will Feed China? as alarmist, insult- 


ing and ill-informed. Yet his latest paper 


has hardly caused a stir. Why? 


One reason may be a new type of 
thinking among modern agronomists, 
like Huang Jikun at the semi-official 
Chinese Academy of Sciences, who have 
the ear of Premier Wen Jiabao. Huang 
and his colleagues argue that China no 
longer needs to adhere to traditional 
notions of "food security," which require 
a country to produce all the grain it 
consumes. Proponents of free trade, 
they say China and its farmers are better 
off specializing more in horticulture, fish 
and livestock, and importing grain to 
make up the shortfall. 


Huang. Even if China imports 1096 of its 
grains, "that's not food insecurity." 

China's grain harvest peaked in 
1998 at 512 million tonnes but has 
fallen each year since, with the excep- 
tion of 2002, to reach 431 million 
tonnes last year. That decline, as Brown 
points out, exceeds the entire grain 
harvest of Canada. When grain prices 
started rising last year, worries about a 
real shortage kicked in. 

But climbing prices, plus direct 
subsidies to grain farmers and a reduc- 
tion in rural taxes, are encouraging 
production again. The government is 
doing more to protect farmland by 
curbing the amount of land that can be 
transformed to nonagricultural uses. 

Reformers are meeting resistance in 
a country where famine killed millions in 
the late 1950s and early 1960s. "The 
question is how long it will take them to 
overcome the traditionalists," says a 
U.S. embassy official in Beijing. 

As is often the case in China, events 
on the ground are rapidly overtaking the 
policy debate. It's getting harder for 
Beijing to tell farmers what to grow. 
China is already importing small quanti- 
ties of wheat-and huge amounts of 
soybeans—and exporting growing vol- 
umes of vegetables and fruit. 

Huang says China is gradually 
settling on a new definition of food 
security that stresses the production of 
food grains, and takes a more relaxed 
view on imports of other types of grains. 
Already, the tone of the debate is shift- 
ing. "Food security is not the buzzword it 
once was," says Ken Morrison, a Shang- 
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Like many farmers around Lai Yang, 
Song produces exclusively for a local 
agribusiness called Longda Foodstuff 
Group Co. The privately owned company 
has itself amassed more than 1,300 
hectares and has brought in tenant farm- 
ers to grow crops and raise pigs. The out- 
put goes mainly to food-processing fac- 
tories that supply domestic buyers and 
export markets, primarily Japan. 

More than 400,000 peasants and 
factory workers owe their livelihood to 
Longda, or "big dragon." The company 
reported profits last year equivalent 
to $12 million on sales of more than 
$200 million. 

To maintain quality, Longda controls 
the entire production process for both its 
own tenant farmers and suppliers like 
Song. Its tenants are on one-year con- 
tracts that can be terminated instantly 
if they breach production rules, with the 
forfeit of a cash deposit. 

In many ways, Longda represents the 
industrialization of Chinese agriculture. 
Indeed, the company video boasts that 
Longda is "changing the traditional 
lifestyle of Chinese peasants" by turning 
them into "industrial workers." 

On a recent sweltering summer 
morning, a call on his mobile phone 
made Song snap to attention at his farm 
gate: Longda was ordering him to plant 
onions. Quickly he summoned his wife 
on her motor scooter to bring cash from 
home. Then he dashed off to Longda's 
warehouses—the only authorized pur- 
chase point—to buy seed and fertilizer. 
Over lunch he made a few calls to ar- 
range for 30 peasants to turn up the next 
day for planting. 

“I grow what they tell me, when they 
tell me," says Song. Longda agronomists 
turn up regularly to ensure he follows 
company procedure on the use of fertil- 
izers and pesticides. 

His partnership with Longda has paid 
off handsomely for Song. In the four years 
he has been growing for the company 
he has made on average $5,000 a year. 
That's roughly double the pay he took 
home as a police commander. The peas- 
ants who plant and pick for him earn less 
than $2 a day. 

It's a similar story all along the vast 
Chinese coast. High standards are being 
demanded by Japan and South Korea, 





which provide the largest export mar- 
kets along with much of the technol- 
ogy and investment. For instance, in the 
world’s most extensive broccoli growing 
area, a fertile plain south of Shanghai, 
farmers got started in the early 1990s 
with seeds introduced by Japanese trad- 
ing companies. 

"We didn't know what broccoli was 
back then,” says Guo Chenggen, a local 
producer who now ships 130 refrigerated 
containers a year to Japan. 

Wealth is trickling down to small 
farmers like Zhu Zhongyi, 60, whose 
patched trousers may be held up with 
string but whose gleaming new house 
rises from the edge of his broccoli patch 


| CHINA 


no bigger than a quarter of a hectare, “It’s 
for my son,” he explains proudly, point- 
ing to the three-storey building. "I'm 
too old to worry about myself.” 

Raising living standards in the coun- 
tryside, home to 800 million of China’s 
1.3 billion people, is a priority for Presi- 
dent Hu Jintao. Farm taxes are being 
phased out and replaced by subsidies to 
narrow the wide gap between rural and 
urban incomes. But the path to rural pros- 
perity is likely to be rocky. 

Horticulture threatens to open up a 
new divide in Chinese society between 
the rural haves and the have-nots in grain 
and soybean-growing areas, raising the 
prospect of a fresh potential cause of 


AS CHINESE AS APPLE PIE? 


When China joined the trade has played to China's U.S. and other producers. 
World Trade Organization in strengths, allowing it to But in China, it turns out 
2001, doomsayers predicted export high-value fruit and that a hoe is often more 


disaster. They conjured up 
an image of an American 
combine barrelling towards 
a Chinese farmer with his 
hoe and pitchfork. 

But the farmer has 
stepped aside. 

Chinese farming has 
adapted in ways few thought 
possible. China has become 
a world leader in tomato 
paste and apple concen- 
trate. Its fresh Fuji apples 
appeal to Asia's taste buds. 
Farming is flourishing so 
much under WTO liberaliza- 
tion that some expect 
Beijing to turn more aggres- 
sive on market opening. 

"Trade liberalization is 
positive in many aspects," 
says Huang Jikun, an agron- 


vegetables and import 
lower-value grains. And 
since China is far ahead of 
most developing nations in 
agricultural-market open- 
ing—average import tariffs 


p , 
HARVESTING PROFIT: But stoking trade friction 
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handy than a combine. With 
20% of the world’s popula- 
tion but only 7% of its 
farmland, labour-intensive 
farming makes sense. 
California, for example, can't 


social turmoil. There's also a danger that 
a flood of cheap Chinese fruit and veg- 
etables could ignite protectionism in Asia 
and elsewhere. 


Nor is the picture for the world's 
other food producers all bleak. As Chi- 
nese farmers grow more fruit and veg- 


etables, imports of U.S. soybeans have 
been rocketing. Chinese agronomists 
predict China will import more feed 
grains like maize, as well as cash crops 
like sugar and cotton. 

Song, meanwhile, is counting on 
export markets staying open. With a 
young wife and a six-year-old daughter, he 
says, "I have to make enough money to 
leave behind when I go." = 


land rentals and free high- 
tech equipment—give Chi- 
nese rivals an unfair edge. 
Still, it's hard to argue 
that China coddles its 
farmers—especially when 
industrialized nations spend 
almost $1 billion a day on 
agricultural subsidies. 
Chinese development has 
been so skewed towards the 
cities that it has opened up 
a huge and destabilizing 
rural-urban income gap. And 
Chinese farm subsidies are 
nowhere near the level 
allowed under WTO rules, 
giving Beijing a cushion to 
pay less-well-off grain 
farmers to keep producing. 
Before China joined the 
WTO, Japan and South Korea 
challenged the surging trade 
in Chinese imports of 
broccoli, garlic, leeks and 


omist who advises the 
Chinese cabinet. A recently 
published book that Huang 
co-authored, Roots of 
Competitiveness, says China 
is likely to become an 
advocate of faster liberaliza- 
tion of farm trade in the 
current Doha Round of WTO 
talks. That’s because free 


have dropped to 15.2% from 
42.2% in 1992—it will be 
looking for big concessions. 
Many Chinese officials 
and foreign agriculture 
experts alike had thought 
Chinese farmers, working 
tiny plots and using back- 
ward technology, wouldn't 
be able to compete against 


match Chinese producers 
paying wages of less than 
$2 a day. 

U.S. farmers are crying 
foul. Although export subsi- 
dies are banned under 
China's WTO commitments, 
they say hidden supports— 
bank loans that never have 
to be repaid, concessionary 


shitake mushrooms. Indeed, 
some analysts believe such 
trade friction could reverse 
some of the goodwill China 
has garnered by becoming 
Asia's economic locomotive. 
"There's going to be a 
backlash," predicts a U.S. 
embassy official in Beijing. 
Andrew Browne 
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Numbers Game 


World markets are finding China’s fickle food 
demands particularly difficult to predict 


By David Lague/HONG KONG 


A FALL IN GRAIN OUTPUT since China’s record harvest in 
1998 has had traders salivating at the prospect of sales to 
the world’s most populous country. Certainly, prices on world 
markets have jumped over the past 12 months with China hav- 
ing boosted grain imports to satisfy its domestic appetite. But, 
as in so many other sectors of the Chinese economy, it is 
still far from clear that the China dream—the prospect of 
big profits from big food demand—will become reality. 

Most traders are confident that at least for some grains, 
particularly wheat, China is going to be a buyer on world mar- 
kets for some time to come. But forecasting long-term demand 
is a major challenge for industry experts. “We believe that this 
is the start of a longer-term import programme,” says David 
Johnson, the Melbourne-based manager of the Australian 
Wheat Board's national wheat pool. “The real issue is the quan- 
tity involved and how that is going to affect prices. That's 
the million-dollar question." 

China's wheat output has been in decline since 1997, a 
peak year. By the 2003-04 marketing year annual production 
was down by more than 30 million tonnes at 86 million 
tonnes, well below consumption of 104.5 million tonnes, 
according to United States Department of Agriculture (USDA) 
estimates. A further fall in output is forecast for 2004-05 based 
on estimates of planting area. Wheat accounts for about 2096 
of Chinese grain production. Despite the growing shortfall 
between harvests and consumption, wheat imports remained 
steady at about 1 million tonnes annually over the 1997-2003 
period as the authorities chose to draw down massive reserves 
accumulated from bumper crops in the mid-1990s. That pol- 
icy has now changed, with China expected to import as much 


| China 


AGAINST THE GRAIN: Importing food raises concern 
about the need for self-sufficiency 


as 8.5 million tonnes of wheat this year, mostly from the U.S., 
Canada, Australia and France. 

Wheat-market analysts, like Johnson in Australia, had 
expected China to become a major importer much sooner, but 
many industry experts now believe they had dramatically 
underestimated China's reserves, a closely guarded state secret. 
"Everybody had almost written them [the reserves] off wait- 
ing for the expected demand to materialize," says Johnson. 
However, the industry's joy was short-lived after it appeared 
clear earlier this year that China would be a major buyer on 
international markets for the first time in almost a decade. The 
country's re-emergence as an importer coincided with what is 
expected to be a massive international wheat crop of more than 
610 million tonnes, the second-biggest on record. This past 
week, Chicago Board of Trade December wheat-future con- 
tracts were being quoted at $110 a tonne, a drop of almost 
$35 a tonne since May. And demand from China is expected 
to contract with Beijing introducing incentives for farmers 
to boost wheat output. The USDA expects imports to peak at 
about ro million tonnes next year, but to decline to a steady 
level of about 5 million tonnes a year thereafter. 

China has also resorted to importing rice, with consump- 
tion far outstripping production. Industry analysts expect total 
imports to exceed 1 million tonnes this year. Although per 
capita consumption is falling slightly as rising incomes allow 
many Chinese to eat more meat and vegetables, rice remains 
a staple, accounting for more than 4096 of total cereal con- 
sumption, according to the International Rice Research Insti- 
tute based in Los Banos, Philippines. However, rice-industry 
experts doubt that China is going to become a massive importer 


IT IS STILL FAR FROM CLEAR THAT THE 
CHINA DREAM —BIG PROFITS FROM 
BIG DEMAND —WILL BECOME REALITY 


any time soon. They believe a combination of government 
incentives to plant bigger crops and rising prices will combine 
to reverse the decline in output in the years ahead. "1 think the 
flexibility is there in the system for things to come right back," 
says David Dawe, a senior economist at the IRRI. "As stocks 
dwindle, it puts upward pressure on prices and farmers will 
get back in the game." 

China is also expected to become a corn importer in the 
decade ahead as consumption eats into its once considerable 
reserves. The USDA's Foreign Agricultural Service estimates 
that China could become a net importer of corn from 2005, 
depending on supply and price on the international mar- 
ket. Private analysts have forecast that China could buy up to 
2 million tonnes of corn on the international market next 
year. The U.S. Food and Agriculture Policy Research Insti- 
tute forecasts that net Chinese corn imports could reach 
3.7 million tonnes a year by 2013-14. = 
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2004 Finalists 


How to Fick a Winning Idea è 


What do you do with old bananas? Make electricity 
from them, of course. It’s a simple, sustainable idea 
like this which best reflects the spirit of the Asian 
Innovation Awards, now in its seventh year. 

Or, what about using short-message service (SMS) 
to help overseas workers send money home? As in 
previous years, there is a brilliant sense of business 
ingenuity about the entries for this year’s awards. 
Joining us for a second year is the Economic 
Development Board of Singapore, with its Global 
Entrepolis@Singapore Award. While the Asian 
Innovation Awards acknowledge the inspiration and 
effort behind inventions that improve the quality of life, 
the Global Entrepolis Award rewards the entry that 
best applies technology to a strong business model. 

This year’s 84 submissions were pruned down to 
a dozen finalists for Asian Innovation Awards. They 
will be judged according to three criteria; level of 
creativity, or degree of innovation; quality of 
execution, to measure the science, engineering and 
technology involved; and the potential impact the 
invention has on the quality of life. 


Asian Innovation Awards 


4 1 





For the Global Entrepolis& Singapore Award, six 
finalists will be judged on a slightly different set of 
criteria: exploitation of technology in their business 
or products; the potential to be a global leader or a 
market leader; exhibited growth for the last three 
years, for example, in operating profit, size, and 
market share; and demonstration of a commercially 
viable business model. 

To pick our winners, we have a stellar panel of 
judges, all of whom presided over last year's awards. 
John Chen is chief executive and president of United 
States-based solutions provider Sybase; Mechai 
Viravaidya is chairman of the Population and 
Community Development Association in Bangkok; 
Tony Buss is president and chief executive of 
MerLion Pharmaceuticals in Singapore; Anil Gupta is 
professor of entrepreneurship at the Indian Institute 
of Management in Ahmedabad; and Lim Kok Wing is 
president of the Malaysian Design Technology Centre 
in Kuala Lumpur. 

This week we're presenting the finalists. Next 
week, meet the winners. Michael Vatikiotis 
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| in the West: Asians are not 

creative; Asia duplicates, it doesn't innovate. It’s a view 

. usually expressed with a large helping of condescension, 

LI r P B n | LI S arrogance even, but studies of creativity have consistently 
shown Asians lagging their Western counterparts. 

, i ' 2 An August survey by a United States-based business 

Who says Asia fails to innovate? The regions organization, the Conference Board, showed lack of 

inventors are hitting back at the critics with innovation amongst staff to be the top concern of CEOs in 

sheer ingenuity and outlandish ideas Asia. Asian employers need to “reward innovation, and not 

penalize if they are unsuccessful," says Dr. Tony Buss, chief 

executive of Singapore-based MerLion Pharmaceuticals 

By Simon Burns/TAIPE! and one of the judges of this year's Asian Innovation 

Awards. "Trying and failing, or making mistakes, is better 

than not trying to be innovative," he says. 

The Review's Asian Innovation Awards are all about rec- 
ognizing and rewarding great ideas. This year we received 
84 nominations from around the region. They run the gamut 
from cutting-edge creations, such as nanotechnology fin- 
gerprints to prove a product's authenticity and micro-fly- 
ing robots for use in disaster recovery, to the wacky-sound- 
ing process of turning bananas into electricity, all the 
way through to sheer ingenuity, such as using a com- 
puter program and a bar-code scanner to speed up a test 
for eye disease. 

With ideas like these, it's clear to see that Asia is 
becoming more creative. Indeed, Lim Kok Wing, president 
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Lim Kok WING, MALAYSIAN DESIGN TECHNOLOGY CENTRE 


of the Malaysian Design Technology Centre and an AIA 
judge remarked that this year’s finalists “reflect more 
varied use of technology . . . representing increasing 
recognition of the value of technology in Asia." 

Forward-looking Asian business and political leaders 
have long been aware of the value of innovation. They have 
always had Japan's post-war economic resurgence as a 
testament to the benefits of rapid industrial innovation— 
and rusting shipyards and steelworks in the West as a 
monument to the dangers of stagnation. 

After the financial crisis in 1997, Asian governments 
announced a variety of new schemes to encourage creative 
thinking in education and industry. Meanwhile, in the 
struggle for corporate survival, companies were coming up 
with their own ideas. 

Taiwan-based Shuttle Technology, a medium-sized 
computer manufacturer, was one. By 2001 its share price 
was sliding and market share crumbling under an | 
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onslaught from larger competitors. Shuttle's senior 
executives realized the company had to change. 

Hence the pressure for new ideas. Shuttle's 
research and development team knew that 
personal computers contained a lot of some- 
thing that nobody really wanted: empty space. 

PC components had become a lot smaller, 
but the big metal cases that contained them had 
hardly changed. At the same time, consumers 
were becoming more concerned about appearances; 
they were putting PCs in their living rooms, using them 
to watch videos or play music. 

Shuttle's engineers shrank the PC down to a tiny, 
stylish silver cube. Alongside the average PC—a staid and 
sturdy beige box—it looked like a Porsche next to a 
dumper truck. 

They dubbed it the Spacewalker; it was underpowered, 
it ran hot and noisy, and it was more expensive than other 
PCs. Consumers had never seen anything like it—it sold 
so fast the company had trouble keeping up with orders. 

Almost single-handedly, Shuttle had created a new 
market for compact PCs, seized the lion's share of it, and 
today, continues to hold on in the face of competition. 

Shuttle’s success came from seeing a need, and 
inventing the product to meet it. Similarly, one of the 
finalists in this years Asian Innovation Awards, the 
Inké ink-jet printer refilling system, is one of 
those products that seems so obvious— 
once somebody else has 

thought of it. 
The Inké system auto- 
matically refills expensive 
ink-jet cartridges with 
a minimum of mess, 
saving users plenty of 
cash in the process. 

While Inké offers a 
perfect solution to reusing 

ink-jet cartridges, 

Toshiba of Japan 

offers a solution to 
reusing paper. The 
company’s e-blue disap- 
pearing ink allows paper 
to be returned to pristine 
condition and reused repeat- 
edly. The ink is erased by a 
heating process. 
The product, launched in 
Japan at the end of 2003, is a contender for the 
Global Entrepolis@Singapore award, which is 
running concurrently with the Asian Innovation Awards. 
Anil Gupta, a professor at the Indian Institute of 
Management in Ahmedabad and one of the judges, 
described it as a “revolutionary idea.” 
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While many researchers and engineers, 
like Inké creator Tan Kong Cheok, invent 
products for others to use, other inven- 
tors draw on their own day-to-day expe- 
rience when they see a way of doing 
things better. Staff at the Ophthal- 
mology Department of Christchurch 
Hospital in New Zealand, for exam- 
ple, were frustrated by the slowness of 
an important eye test. The Farnsworth- 
Munsell 1o0-hue colour-vision test is 
used to identify problems in the optic 
nerve, diabetic blindness and glaucoma. 
Using a computer program and a bar- 
code scanner, a team led by the department's 
Dr. Rudy Hidajat rapidly reduced the procedure from one 
hour to just four minutes. 

The medical field was strongly represented in this 
year's awards. A Singapore team, for example, has devel- 
oped a biodegradable bone-like substance to plug holes 
in the skulls of people who have had surgery for head 
injuries. The substance allows the bone to grow back and 
is a cheaper, safer alternative to titanium. Lim of the 
Malaysian Design Technology Centre said this invention 
"demonstrates the potential for creative and innovative 
multidisciplinary work—using technology in a manner 
that will improve the quality of life." 


DRIVING IDEAS 

While the strongest driver of innovation in Asia is 
economic, other events also encourage original ideas. Last 
year's Severe Acute Respiratory Syndrome crisis, for 
example, triggered a flurry of innovation in public health, 
disease control, and medicine. This year's Asian Innovation 
Awards finalists include technology designed to track the 
movements of staff, patients and visitors in hospitals and 
other institutions. The StarTrack system, developed at 
Singapore's Institute for Information Research, instantly 
produces a list of people who have been in close proximity 
to a suspected Sars patient. Doctors treating Sars found 
early on that contact management was key to halting the 
spread of the disease. 

If StarTrack can be produced cheaply enough, it could 
be hugely useful in the event of a future outbreak of Sars. 
Even without such a serious threat, StarTrack could also be 
useful in controlling the spread of opportunistic infections 
inside hospitals. 

Creators of products like StarTrack, who bring their 
ideas to market in Asia, will often find that weak protection 
of intellectual-property rights means their good ideas can 
be copied, leaving a brief window of profitable opportunity 
before price-cutting imitators jump in. But perhaps even 
that can be a virtue, Asia's inventors can't rest on their 
laurels for long. Instead, they must come up a ceaseless 
stream of new ideas. = 
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Tom Neir 
Chief Executive Officer 
Pacific Coffee Company 


For Tom Neir, a harder look through the telescope 
revealed Venus, Jupiter, and Saturn — an amazing 
starry night in Broome, Australia. No wonder he 
appreciates how National Geographic Channel goes 
further to take him closer. Every detail leads to 

a total experience. Just like in business, where his 
secret to success is more than just great coffee. 
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Imagine a global financial firm with the heart and soul of a two-person organisation. A world- 
leading wealth management company that sits down with you to understand your needs and 
goals. An award-winning global investment bank and premier global asset management 
business dedicated to giving you the most personal attention at every level. At UBS, we work to 
make all this a reality, every day. Using all our resources as one of the world’s largest financial 
institutions to create opportunities for you. But always taking the time to understand your 
needs, working with total commitment locally so you can exploit those opportunities with 
confidence. Global financial resources, intimate financial understanding. You and us. Think of it 
as the most powerful two-person financial firm in the world. www.ubs.com 
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Making a Uitterence 


Enhancing safety, recycling waste, conserving 
energy, protecting the environment, improving 
health, curbing crime. Finalists in this year’s 
Asian Innovation Awards do their bit to make 
life easier and better 


By Helen Przygodzki/HoNc KONG 


Safe Track 

Ibrahim Nahla, of New South 
Wales, Australia, has 
developed a collision- 
avoidance system for trains. 
The Train Navigation and 
Control System reduces the 
risk of train accidents due to 
human error or 
communications breakdown. 
The on-board computer 
device uses the Global 
Positioning System to 
provide real-time monitoring 
of a train's movements and 
collision-avoidance gear over 
single or multiple tracks. If 
danger looms, the system 
overrides the train's con- 
trols. It is cost-effective, 
simple to install and suitable 
for rail systems worldwide. 


Fruit-Fired Power 


What do you do with waste 

v > ~ T bananas? Turn them into 
l , E electricity. Rejected 

bananas from Queens- 
land's plantations are left 
to decompose in sealed 
vats where they produce 
methane, which is used to 
power a generator. But 
bananas take time to 
decompose. To speed 
things up, Bill Clarke, 
senior lecturer in the 
School of Engineering at 
the University of Queens- 
land, and his team feed 








GO BANANAS: Bill Clarke has 
developed a cool yellow fuel 





nutrients and micro-organ- 
isms into the vats. Clarke 
reckons that 20,000 
tonnes of bananas could 
power 500 homes. 


Cyber Lab 


James Law, of Cybertecture 
MediaLab in Hong Kong, 
has transformed an out- 
dated broadcasting studio 
into a state-of-the-art media 
lab. The Radio Television 
Hong Kong lab is controlled 
by "artificial intelligence." 


It's equipped with voice- el esta 
recognition systems and state-of-the-art 
human-presence detectors. media lab 










The operator literally tells 
the system what to do. For 
example, at a verbal com- 
mand, furniture is moved 
around and cameras are 
activated for recording. 


Eye in the Sky 


The world's smallest and 
lightest flying robot 
could help to save lives 
after a disaster. It's a 
tiny helicopter and is 
equipped with a Blue- 
tooth wireless control 
system. It carries a minute 
digital camera. Weighing 
just 12.3 grams, this ultra- 
light robot, developed by 
Seiko Epson Corp. of Japan, 
could be used, for example, 
to look for signs of life 
among collapsed buildings 
or after earthquakes. 





LOOK UP: It's Seiko 
Epson's flying robot 
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ents out there. 


e? 


Total vision. 

That’s what you get when you 
manage your shipping with 
UPS CampusShip”. 

You'll have the overview 
wherever you operate. 

What's more, anybody in any 
department can access UPS 
shipping services. 

You decide. Setting boundaries 
for some or autonomy for 
others, whilst still overseeing 
costs. That way you can 
reduce errors, track budgets 
and make sure every detail 

of shipping is billed properly. 
There’s no installation. 

No costly software. 

Get our vision working for you. 








RAPID EYE TEST: 

Bar codes are used 
to speed up a 
complicated eye test 


— 
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QUICK CASH: Filipino 
overseas workers 
can now send cash 
home by SMS 


Keep It Clean 

Parmjit Singh, of the Asia 
Pacific Institute of Informa- 
tion Technology in Malaysia, 
has developed software that 
keeps computers free of 
pornography. Unlike existing 
filters, which block access to 
porn Web sites using key 
words and blacklisted 
Internet addresses, the 
ScreenShield Suite blocks 
porn from several sources, 
including the Internet, DVDs, 
CDs, e-mails and attach- 
ments. Rather than focusing 
on key words, it captures 
and analyzes images. If the 
content is pornographic, it 
blocks access. 


The Eyes Have It 

A New Zealand team has 
slashed the time it takes to 
conduct a complicated eye 
test. The Farnsworth- 
Munsell 100-hue colour- 
vision test identifies 
problems in the optic nerve, 
diabetic blindness and 
glaucoma. It takes 60 
minutes. But at Christchurch 
Hospital, it takes just four 
minutes. A team from the 
hospital's ophthalmology 
department, led by Dr Rudy 
Hidajat, devised a computer 
program for reporting the 
FM test, which also allows 
the patient's data to be read 
with a bar-code scanner. 


Chill Factor 
Power-hungry air-condition- 
ing systems pump out 
carbon dioxide, contributing 
to global warming. The 
Grand Hyatt Singapore 
hotel has installed an air- 
conditioning system that 
cools and removes damp- 
ness from the air before it 
enters the building. The 
system has helped to cut 
the hotel's energy con- 
sumption by 8 million 
kilowatt-hours and water 
consumption by 65,000 
cubic metres annually. 


Pay Phone 

Sending money home just 
became cheaper, faster and 
easier for the 8 million 
Filipinos working overseas, 
who last year remitted $7.6 
billion. Now, instead of 
sending money to their 
families via banks or money- 
transfer companies, which is 
expensive and can take 
days, they can do it via 
short-message service 
(SMS) on their cellphones. 
Philippines-based Smart 
Communications' text-based 
remittance service works 
like this: An overseas 
Filipino files remittance 
instructions with one of 
Smart's partners. A text 
message is sent to the 
recipient in the Philippines 
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informing him or her of the 
transfer. The amount is 
credited instantly to the 
user’s mobile phone 
account. The money can 
then be withdrawn from a 
cash dispenser. 


Tracking 
infection 

Severe Acute Respiratory 
Syndrome is spread 
through contact with 
infected droplets when a 
patient sneezes or 
coughs. Identifying people 
who have been in physical 
contact with a Sars 
patient, so that they could 
be quarantined, was 
crucial to containing the 
spread of the virus last 
year. But this can take 
days. Singapore's Institute 
for Infocomm Research 
has developed mobile 
tags to speed up the 
process. The tags could 
be worn by hospital staff, 
for example. Whenever 
people wearing the tags 
come into contact with 
each other it is recorded 
on their tags. 


Mind Mender 


A group of engineers and 
doctors from Singapore 
has come up with a 
biodegradable plastic 
mesh to patch holes in 
the skulls of people who 
have had surgery for head 
injuries. The substance 
allows the bone to grow 
back and is a cheaper, 
safer alternative to 
titanium implants, which 
carry some risk of 
infection. The plastic and 
the technique for using it 
were developed by a team 
from the National 
University of Singapore 
and National University 
Hospital, in collaboration 
with Temasek Polytechnic. 





Fill It Up 


At last, a gadget that makes 
refilling ink-jet printer 
cartridges clean, cheap and 
easy. Singapore's Tan Kong 
Cheok has developed Inké, 
a machine that refills ink-jet 
cartridges for a fraction 
of the cost of buying 
new ones. Simply put 
the empty cartridge 
inside the machine 
and an Inké tank in 
the other, press a 
button and within minutes 
the cartridge is full again. 
Over three years, the aver- 
age user can save up to 
$290. It's good for the 
environment, too, since 
cartridges are reused. 


The Real McCoy 


In Asia, piracy is rife. So how 
do manufacturers prove 
their goods are genuine? Dr. 
Adrian Burden and Dr. Peter 
Moran of Singapore's Insti- 
tute of Materials Research 
and Engineering have devel- 
oped nanotechnology that 
creates unique magnetic 
"fingerprints" which can be 
attached to goods such as 
CDs and medical supplies to 
prove their authenticity. The 
tags are analogous to a 
human fingerprint and are 
impossible to copy. 


Bank On It 


Mumbai-based i-Flex's 
banking software, Flexcube, 
monitors transactions in real 
time over various channels, 
such as ATMs, phone 
banking and Internet 
banking. The software helps 
banks cut costs and improve 
efficiency. Since it was 
launched in 1997, more than 
190 financial institutions in 
85 countries have chosen 
Flexcube. Research organi- 
zation International Banking 
Systems ranked Flexcube as 
the best-selling banking 














REFILL, REUSE: With 
Inké, you can forget 
about buying new 
ink-jet cartridges 





MAGNETIC MEN: 

Dr. Burden's and Dr. 
Moran's tags are 
impossible to fake 


solution in the world for 
2002 and 2003. 


From the Heart 

An Australian team has 
developed an automatic 
digital blood-pressure 
monitor that takes a patient's 
blood pressure from the 
comfort of his or her home 
and then sends the data by 
phone to a clinic for analysis. 
A recent study indicates 


that patients who have high 
blood pressure and who 
monitor their blood pressure 
at home have better control 
over their condition. Medical 
Monitors' BPFone could aid 
the early diagnosis of heart 
disease and improve 
medical management. 


Who's Calling? 
Bangalore-based Subex 
Systems' telecoms-fraud- 
management product, 
Ranger, helps telecoms 
carriers to curb fraud 
through innovative sub- 
scriber-profiling techniques. 
Launched in 2000, Ranger 
counts Global Crossing and 
Sprint Local of the United 
States among 39 customers 
in 16 countries. 


See the Net 


IBM Japan is helping to make 
the Internet accessible to 


FEEL THE PULSE: 
BPFone takes a 
patient's blood 

pressure at home 





the visually impaired. It 
has come up with soft 
ware that helps Web 
designers understand the 
difficulties people with 
poor or no eyesight have 
when surfing the Internet. 
It also helps them figure 
out how to adjust their 
home pages so that 
they're more accessible to 
visually impaired people. 


Invisible Ink 


Ink that disappears: It 
sounds like something 
out of a Harry Potter 
adventure, but Toshiba 
has made it a reality. 
E-blue ink disappears when 
exposed to heat, allowing 
the paper to be reused. 
Toshiba has developed 
e-blue-filled pens and 
markers and an erasing 
machine which uses heat 
to break down the ink 


Snooze Control 


Here's some help for sleep-deprived frequent fliers. The ist Class Sleeper claims to turn your cramped 
cattle-class seat into the lap of luxury with a few quick breaths. Just ignore the funny looks you get 


IF YOU'VE EVER had problems sleeping on a : " o RA 
flight, let me introduce you to Bob Duncan, a for- > ag ge 
merly sleep-deprived Alaskan Airlines pilot and 
reluctant inventor. 

After six years of commuting between home in 
Washington state and his flying base at Anchor- 
age, he was arriving home too exhausted to play 
with the kids or sustain a conversation with his 
wife. Things were tense at home. You'd think that 
pilots would know how to sleep on aircraft, but Bob 
found otherwise: “The first 15 minutes of a flight 
was the only time I could ever sleep because the 
airliner would be climbing," he says. "This would 
allow my head to lay back and stay back. When the 
flight levelled off, my head would flop forward and 
sleep would be over." Sound familiar? 

Bob tried every position and every accessory to 
get more sleep: Once he took 27 pillows and formed 
them into a mattress which he placed across three 
seats. Then he tried stuffing 11 pillows behind his 
lower back. This was the Eureka moment. With 
his hips pushed forward, he could straighten his 
legs. With the seat belt stopping him sliding, his legs 
relaxed. "The next thing I knew, it was two hours 
later. I missed the meal, the drinks, everything," 





he recalls. Worried it was just a one-off, he tried it on his next 
commute, but he had problems finding more than a few pillows. 
He needed something he could bring with him. 

From the local Kmart he bought a child's orange inflatable 
life-vest. He stuffed it with two of his children’s purple rubber 
balls and wrapped the whole thing in duct tape. It seemed to 
work. Now all he needed to do was to make something that 
would deflate when he didn't need it. He tried out different 


CLOSE UP: WINDOWS UPDATE 


| may be allowed to call it that. devices—which, in theory, make it 
It's definitely worth installing. Is it easier for a Bluetooth gadget to talk 

all just boring security stuff? What to your computer. 

other features are in there? Then, perhaps best of all, there's 
Well, the short answer is: not a a new program for handling your 


There's been a lot of noise about the 
new update to Windows XP (called 
Service Pack 2, or SP2) and its 
security features, and we should 
applaud Microsoft for waking up and 


smelling the coffee of vulnerability, if 
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lot. There’s a new version of the 
Windows Media Player, the program 
which plays MP3 and video files, 
which includes “a robust set of 
security settings” which “allow users 
to more easily control which services 
are enabled in the player.” 

More interestingly, SP2 includes 
some improvements to Bluetooth— 
the wireless standard that 
was supposed to hook up all our 


XP SP2: Makes using WiFi 
a little easier 


wireless, or WiFi, connections. 
Microsoft says users can now “con- 
nect seamlessly to wireless hot spots 
without having to install or update a 
third-party client” (Microsoft-speak 
for not having to install more soft- 
ware just to access a particular 
WiFi connection). I've played with 
this and it does make things easier, 
though it’s still not perfect. Any 
problems getting the download, go 


here to get Microsoft to send you a 
CD: Attn: / /tirmairl onm KARTER 





erials, settling on urethane-backed nylon—the same mate- 

used in scuba suits—welded together using the same 

ess as life-rafts. Voia: The 1st Class Sleeper ($50 from 

v.1stclasssleeper.com). A smart, neat solution, but I wasnt 

3 to be convinced until I'd tried it out. 

Bearing in mind all the odd looks Bob Duncan had endured 
ig his experiments, | turned up at the airport prepared. I was 

g from Jakarta to Melbourne and realized I wasn't going to 

ble to do this on my first go if I was wedged between fel- 

-passengers scrutinizing my every move. "I'm a technology 

imnist and I have this inflatable device I want to try out on the 

L" I was going to tell the check-in clerk, but fortunately it 

t necessary. With an expression that said nothing and every- 

ij, she blocked me off a whole row. 

| Once the flight was settled, 1 removed the sleeper from its 

blue bag. It's just a flat pile of rubber with an air-hole, about 

-the size of a bolster or large cushion, and the temptation 

- is to blow into it until it’s inflated like a Lilo or inflatable 

bed. Don't. The idea is to let it fill in the gaps 
_between you and the seat, so that you 

- can lie straight, head to toe. 

^" So, a few firm breaths are enough 
to get you going. You then put the 
Sleeper behind you in the seat so the top 
is about level with the headrest. You should 
sitas far forward on the seat as you can without 
falling off or damaging yourself. Then strap 
yourself in tightly over the hips. Then, keeping 
your behind in position, just allow your upper 
body to lie back. 



















































NOW, STAY STILL 


That's when you start to figure out 
you're on to something: Instead of 
. the usual gap between your back 
 andthe seat, a soft cushion of air wel- 
-comes you. Your head rests on a spe- 
- cial spot at the top of the Sleeper device 
(usefully marked “place your head here"). 
You may need to adjust it a little by yank- 
-ing the Sleeper up a little higher, or blow- 
ing a bit more air into it so you get good support for 
your back. That's pretty much it. Now you should look 
like a very straight person resting atop a blue cushion of air, 
your legs out in front of you, appearing to all the world like a 
piece of timber. 

I wish I could report back that I was in seventh heaven for the 
whole flight. However, this approach requires ditching a few 
old habits. One is moving around as you sleep: With the Sleeper 
it's best to get comfortable and then stay there. 1 had some 

, problems with this, and found myself several times during the 
-. night sleeping sideways, alternately wrestling the Sleeper and 
. cuddling it, depending on the kind of dream I was having. None 
. of this buttressed my credibility as a sane fellow passenger. 

atting the optimal air content into the Sleeper was also some- 
















thing I didn’t really want to play with. OE 
air into something in the middle of a night flight 
is going to get you funny looks. Then there's : let 
ting air out: The device makes a quiet, but notice- 





able, whistling sound which could unnerve am 
one of a nervous disposition. | 
Eventually, when 1 did get the hang of things, 
| hit a limitation that Bob Duncan carit really 
help with: my height. I’m a little over six feet (1.8 
metres) tall, and so in a correct prone] j)osition ds 
| suggested in the manual, my toes dangie over 
| the luggage bar of the seat in front and 
inevitably perform what Bob tells me 








is officially termed "footsie" with 
the passenger in front of me. 


This caused both of us some surprise: Me because 
when | went to sleep there was no one sitting in 
front of me, and her because she had probably 
already seen enough inflating and deflating to want. 
some distance between us. 

All this would require some practice, but 
there's no question that once you're used to it, the 
Sleeper is an excellent solution to the problem 
of trying to sleep in economy-class travel. Andi 3 
people give you weird looks, ask them how muc! 
sleep they got. € 

More musings and tips at loosewireblog.com 
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POWER 


Crunch Time 
In Jakarta 


Delays in the construction of an 800-kilometre power-transmission 
line from east to west Java, caused by public opposition to the chosen 
route, could cost industry and households in the region dearly 


IN THE leafy village of Pamegarsari on 
one of the world’s most heavily populated 
islands, progress runs headlong into a 
roadblock. Here, in the southwestern 
suburbs of Jakarta, the battle lines are 
being drawn over an 800-kilometre-long 
transmission line bringing much-needed 
electricity from East Java to power-starved 
West Java. Land-owner Kumpul Isin, who 
has lived there for all of his 64 years, 
snaps: “They should have found a way 
that doesn't disturb the people.” 

Buffeted by contractual, financial and 
land disputes, the 500-kilovolt southern 
line has finally arrived on the doorstep 
of the nation’s capital—more than six 
years behind schedule. But the last few 
kilometres may turn out to be the tough- 
est challenge of all. And as long as state- 
owned power utility Perusahaan Listrik 
Negara (PLN) is unable to move more 
surplus energy from East Java’s 3,200- 
megawatt coal-fired Paiton complex, the 
power situation in the west will remain 
on a knife-edge for years to come. 

In a delicate balancing act that goes 
on almost unnoticed, PLN has already 
curtailed supply to industry and refused 
connections to a million homes just to 
maintain a tiny reserve on the 18,000- 
megawatt Java-Bali grid, often falling well 
below international standards for late- 
evening, peak-time loads. "The guys [at 
PLN] are walking a tightrope," says one 


By John McBeth/]AKARTA 


industry executive. “But they're doing a 
marvellous job." 

PLN can transfer only 1,600 
megawatts from east to west along its 
existing northern transmission line. 
Although demand is on the increase in 
equally populous East Java, Paiton and 
two other stations generate 5,800 
megawatts between them, much more 
than the region needs. Construction is 
expected to begin soon on a long-planned 
fourth unit at Paiton that will add a 
further 800 megawatts to the grid. 

If all goes well, PLN hopes to complete 
the new line to south Jakarta's new Depok 
sub-station by August next year. But given 
a history of non-governmental organiza- 
tions acting as brokers for recalcitrant vil- 
lages and unscrupulous businessmen try- 
ing to make a killing on land speculation, 
no one is holding their breath that all will 
go smoothly. "The closer we get to Jakarta, 
the more problems we are going to have," 
says one senior PLN official. "It could take 
a lot longer than we think." 

Pamegarsari lies in the path of the line 
as it swings west around Bogor and heads 
into Jakarta's southern suburbs. The last 
time PLN built a line, through the neigh- 
bouring sub-district of Ciseeng from the 
giant coal-fired Suralaya power plant on 
Java's northwest coast, it needed troops to 
protect the workmen. "We woke up a 
sleeping giant," says the official. 





At that time, in 1996, the villagers 
were upset because the outsiders who 
took over as their self-appointed repre- 
sentatives failed to pass on PLN's com- 
pensation payment. This time, the bro- 
kers weren't in evidence and PLN dis- 
cussed the project directly with the head- 
men of the three villages affected. Even 
then, however, it was a process that will 
have taken three years when the final pay- 
ment is made in October. 

All 14 supporting towers have already 
been built across Ciseeng. Then the line 
comes to an abrupt halt at Pamegarsari, still 
about ro kilometres short of its destination. 
In his small airless office, village finance 
official Suratno flashes a gap-toothed smile 
below his pencil-thin moustache and 
shrugs his shoulders. “The people here just 
don't want it," he says. “Sooner or later they 
may agree, but the way to approach them 
is not to apply pressure. They do know how 
important it is." 

Landowner Isin, a staunch supporter 


of President Megawati Sukarnoputri, 
complains that unlike in Ciseeng, PLN 
still hasnt approached anyone in 
Pamegarsari. "They sneak in like thieves 
and do their measuring and run away 
when we ask them what they're doing." 
Compensation is not his main concern. 
He worries more about the harmful 
affects of high-tension lines, which have 
yet to be proven. He's heard about birth 
defects among woman whose families live 
under the lines. He has also heard that 
rain can carry electricity. 

The question is whether there are 
other equivalents of Pamegarsari in the 
two sub-districts that still have to be 
traversed and how much longer it will 
take to resolve all their grievances. 

If the completion of the transmission 


line is delayed, the earliest alternative relief 


will not come until 2007-08 when the last 
of 1,200 megawatts of additional capacity 
is added to Muara Tawar and Muara 
Karang, two of Jakarta’s three main power 
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plants. By that time, workers will have com- 
pleted a $1 billion, 660-kilometre gas 
pipeline from South Sumatra to Jakarta 
that will help reduce PLN's dependence on 
costly fuel oil and lay the foundations for 
a long-overdue trans-Java network. 


THE SWITCH TO GAS 

Under a 17-year, $4.3 billion contract 
signed in early August, ConocoPhillips will 
supply 69 billion cubic metres of gas to 
pipeline operator Perusahaan Gas Negara 
(PGN), or about a fifth of the proven nat- 
ural-gas reserves spread across South 


Sumatra. PLN will absorb about 6096 of 


the piped gas, with the rest already com- 
mitted to PGN's industrial clients. Experts 
say with Pertamina close to signing a 
supply contract of its own with PGN, using 
gas from its own Sumatran field, it may 
eventually be possible to triple the pipe's 
capacity by increasing the pressure. 
Concerned about developing an inde- 
pendent source of supply, PLN also seems 


SCEPTICAL: Villagers fear health 
threats from overhead power lines 


determined to go ahead with a $300 mil 
lion liquefied-natural-gas terminal in Cile- 


gon, west ol Jakarta, to serve future powet 
needs. But LNG will cost 2096-3096 more 
than piped gas and analysts say it may 


make better sense to press on with a pro 
posed 1,600-kilometre pipeline from gas- 
rich East Kalimantan to the Central lava 


capital of Semarang, from where it would 

provide a further supply into West Java 
Construction of the southern trans 

mission line, with its 2,000 towers, was 


to have begun in the mid-1990s and was 
scheduled to be completed by the time thi 
first of the Paiton units was con 
sioned in 1998. But when the financia 
crisis hit in 1997, planners called for a 
slowdown, worried that demand would 
drop away to negative growth. It did, for 
about a year. Then to everyone's surprise, 
growth in demand returned to 1096-11 
over the next three years. 
Jointly funded by the World Bank and 
the Japan Bank for International Coop 
eration, the project has been dogged by 
disputes from the outset. In 20 for 
example, allegations of collusion and cot 
ruption led then-President Abdurrahman 
Wahid to scrap a contract awa | 
310-kilometre section between Central 


rded tor tne 


and West Java to a company owned by 
Jusuf Kalla, now the vice-president-elect 
and close ally of President-Elect Susilo 
Bambang Yudhoyono 

But even then, PLN was running into 
what is now a much more familia: 
lem. Because of difficulties in acquiring 


prop- 


land, there was a five-year delay in build 
ing the final 10 towers on the part of the 
line connecting Paiton on the East Java 


coast to Kediri in Central Java, the site of 
the line’s second sub-station. “As time 
went on, people's expectations rose," one 


World Bank official notes wryly 
Closer to Jakarta, officials recall the 


seven years it took, between 1985 and 
1992, to install a transmission line 
between PLN's Gandul switchyard 1 
South Jakarta to a new sub-station a! 


Kembangan in the northwest suburb 
only 30 kilometres away. In the end 
station had to be built on a different sit 
well short of its planned location, to avo 
a housing area whose occupants simph 
refused to budge. & 

Puspa Madani in Jakarta contributed 
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ARBITRATION 


Squeaky Clean 


Singapore is well positioned to project itself as 
the region’s new dispute-resolution centre 


By Cris Prystay/SINGAPORE 


ARUN JAIN, chief executive of Madras-based Polaris Software 
Lab, knew a squabble with Jakarta-based Bank Artha Graha 
over a delayed software project had turned ugly when Indone- 
sian police showed up at the bank’s boardroom last year 
and arrested him. Jain and another Polaris executive were held 
for seven days and claim they were fed just one meal a day 
and interrogated for more than ro hours each day. 

It's rather unusual for police to get involved in a com- 
mercial dispute in most parts of the world. But Polaris went 
to Indonesia forearmed: The company's contract with Bank 
Artha Graha specified Singapore as the centre for arbitra- 
tion over any future dispute. "As a country they are politi- 
cally and culturally neutral and more stable than most other 
locales," a Polaris spokesman says. 

On September 13, Polaris agreed to return $1 million in fees 
to Bank Artha Graha, which agreed to return all software to 
Polaris. Both parties agreed to drop a bevy of counterclaims. 

Singapore hopes to leverage its clean and efficient repu- 
tation into a role as the arbitration centre for Asia. In June, 
Singapore's parliament eliminated restrictions barring for- 
eign lawyers from appearing in arbitration cases in the city- 
state. The Singapore International Arbitration Centre, or 
SIAC, has also teamed up with the Economic Development 
Board to peddle Singapore's legal services. 

The EDB has helped Singapore's selection as the host 
for four major international arbitration conferences in the 
next year and has invited SIAC 
executives on regional trade 
tours to explore ways to export 
Singapore's legal skills. 

India is the first taker. On 
September 25, Singapore and 
India signed an agreement to 
set up a joint-venture arbitration 
centre in New Delhi to service 
India's booming construction 
industry, which rings up $60 
billion in sales each year. 

Construction industry dis- 
putes involving $115 million have 
been tied up in India's courts 
and arbitration centres for an 
average of six to nine years, esti- 
mates India's Construction In- 
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dustry Development Council, or CIDC, a quasi-governmental 
regulator that will pair up with the SIAC to run the New Delhi- 
based arbitration centre. Singapore, which accredits its arbi- 
trators through a specialized course designed by the National 
University of Singapore, will provide staff and training. 

The joint venture will spur Singapore's bid to become a 
major legal centre, says Lawrence Boo, deputy chairman of 
the SIAC. The new centre will help companies in India write 
up contracts that specify Singapore law as the guideline for adju- 
dicating future complaints and offers disputing parties the 
choice of arguing their cases in New Delhi or Singapore. 

“By helping to build the infrastructure, we'll have direct 
contact with companies in India and really be able to raise our 
profile. Singapore will be a natural choice, especially for for- 
eign contractors," Boo says. 

Many companies in Asia currently look to Hong Kong 
or London for arbitration; Singapore is still considered a fairly 
small legal centre. The SIAC has settled a total of $3 billion in 
claims in the last five years; another $10 billion has been 
settled in Singapore outside the purview of the centre. Hong 
Kong International Arbitration Centre has heard about 1o 
times more international cases—which involve at least one 
nondomestic party—than Singapore. 

But Singapore contends it can offer the same services 
for a lot less. The cost of holding arbitration for a typical $5 
million dispute in Singapore is half that of Hong Kong; 
lawyers' fees are half those in Hong Kong and arbitration fees 
can be up to 3096 less, according to research by the Interna- 
tional Financial Law Review and the SIAC. 


COMMON LEGAL FRAMEWORK 

India's CIDC liked the fact that Singapore has a legal system 
based on Britair’s—something familiar to Indian companies— 
and that the tie-up offers training that will help professional- 
ize India's arbitration industry, according to CIDC director- 
general P.R. Swarup. "It's also a lot more economical." he says. 
"To fly to London or The Hague is expensive, and each night 
in a hotel costs you over $200 and you're not even sure whether 
it's going to be sorted out in a fixed time." 

Companies elsewhere in 
Southeast Asia are already com- 
ing to Singapore for arbitration. 
This year, the SIAC has dealt 
with a $19 million dispute be- 
tween a South Korean contractor 
and a Filipino developer and a 
$250 million claim involving 
Thai and European companies. 

Singapore's aggressive mar- 
keting played a big role in seal- 
ing the India deal. "The fellows 
from Hong Kong never came to 
us and the Singaporeans did," 
Swarup says. "Why would I go 
to someone else if I’ve got this 
neighbourhood girl willing to 
marry me?” = 


cath ya 


Sources: SIAC; international Financial Law Review 
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EARLY WARNING: 
Lang predicted 
that Chinese 
company D'Long 
was dangerously 
overextended, 
and its collapse 
established his 
reputation 


(GOVERNANCE 


Hell-Raiser 


A Hong Kong professor becomes a champion of 


minority shareholders on the mainland 


By Mei Fong/HoNc KONG 


SIX MONTHS AGO Larry Lang, 48, was a relatively unknown 
academic, working from a fluorescent-lit, paint-scabbed office 
in Hong Kong's New Territories. Now the grey-haired 
economist basks in the weekly glow of TV cameras, hosting 
a popular Shanghai TV show on investment. Dubbed "Mr. 
Corporate Governance” and “The Wolf" by the mainland 
press, Lang's caustic commentary has made him the darling 
of the Chinese investing public as well as the scourge of major 
Chinese corporations. 

It's also made him the subject of a libel lawsuit, filed in 
August by Gu Chujun, chief executive of Shanghai-based 
refrigerant-maker Greencool Group, whom Lang has accused 
of personally benefiting from Greencool's corporate restruc- 
turing. Gu, through his lawyers, has declined to comment. 

Lang is unrepentant. The privatization of China's state- 
owned enterprises has thus far been characterized by “lots of 
quiet back-room deals," by "fat cat" cronies that "get rid of 
public assets at cheap prices. I want to change it," says Lang, 
a former World Bank adviser who received his doctorate at the 
University of Pennsylvania's Wharton School. 

The pugnacious professor is at the forefront of a surge in 
public demand for better corporate governance in China. 
After years of being cold-shouldered by management, public 
shareholders are now demanding a greater say in major cor- 
porate decisions, in part because of a slew of financial 
scandals involving some of the country's most prominent 
institutions, such as the Bank of China and D'Long 
International Strategic Investment, one of China's largest 
private conglomerates. 
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In late September, for example, Baoshan Iron and Steel 
minority shareholders banded together and wrung an 
unprecedented victory from the company, China’s largest steel 
maker, by getting it to cut the size of a share issue. Corporate 
governance in China has gone from a “zero issue to an active 
cause of concern,” says Hong Kong-based shareholder-activist 
David Webb. The Chinese investing public is “is fully awake 
and very vocal now,” he says. 

Lang, a Chinese University of Hong Kong academic, owes 
his sudden fame to an article he published three years ago 
stating that D'Long, then considered one of China's best- 
run companies, was overextended and headed for a crash. 
Lang's stock soared when share prices of several D'Long affil- 
iates nose-dived this April after D'Long's creditors demanded 
repayment of loans said to run to several billion dollars. 

Now he hosts a weekly show called Larry Lang Live, on 
Shanghai-based Chinese Business Network, a Chinese net- 
work which is a partner of CNBC Asia, which is part-owned 
by Dow Jones, the REviEW's publisher. Billboards with Lang's 
square-jawed face are plastered across some of Shanghai's 
busiest areas, his speaking-engagement fees have tripled and 
government advisers and policymakers seek his opinion. 

Lang’s pet peeve: management buyouts, which he says are 
creating a situation where China’s state-owned assets are trans- 
ferred to company management at prices often below market 
value. Lang calls this “giving away the peach to get the plum.” 
Indeed, China's weak regulatory system makes it easy for private 
managers of former state-owned enterprises to run the com- 
panies for their own interests in a gamekeeper-turned-poacher 
scenario, says Jamie Allen, secretary-general of the not-for-profit 
advocacy group Asian Corporate Governance Association. 

The son of a Kuomintang officer, Lang has a brash on- 
air persona reminiscent of his youth as a brawling teenager 
on the streets of Taiwan. “If you push me, I push back—hard,” 
he says. Apart from D'Long, he's also criticized other major 
corporations like appliance maker Haier Group and cell-phone 
producer TCL Corp. for lack of transparency and poor 
corporate governance. 


WHO'S TO BLAME? 

Critics—including some fellow academics—say his com- 
ments are often unsubstantiated and his analysis imprecise. 
Bibot Wang, a business-studies lecturer at Shanghai Social 
Science Academy, says Lang's arguments have no theoret- 
ical foothold. Lang's confrontational style makes him less 
an economist and more a “media star,” who forces others to 
accept his opinions, says Wang. Viewers aren't interested in 
the logic of his arguments, says Wang, "They're just curious 
whom he's blaming today." 

Viewers tuning in for fireworks aren't usually disap- 
pointed. Lang's TV style is a mixture of astringent comment 
and innuendo. He's not above hectoring his guests, having 
once got into a loud shouting match with Haier Chief 
Executive Zhang Rumin. Pressure for Lang to tone down 
his style is increasing. *We noticed that he's using his show 
as his stage. We'll try to turn it into a more neutral way," 
says Zhang Qiang, deputy manager of CBN TV. = 
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Tightening Up 


Hong Kong launches a long-overdue drive to raise 


corporate-governance standards 


By Alex Ortolani/HoNc KONG 


INVESTORS MUST FACTOR in risks for any market they invest 
in but Hong Kong poses a particular problem. In survey after 
survey, board oversight has been found lacking and share- 
holder rights poorly protected. This is, in part, because of 
the large number of families with controlling sharehold- 
ings that often dominate local companies. Shareholders with 
a large stake in the success of their business can be a good 
thing, but it can also lead to insider dealing with little role 
for independent nonexecutive 
directors, or INEDs. 

There are solutions to this 
problem. One is time. As the 
market matures, its share own- 
ership will gradually become 
more dispersed. But the prob- 
lem with waiting things out 
is that mainland companies, 
many with little experience in 
governance, make up more 
than 2796 of Hong Kong's 
listed market. That trend will 
increase as China's economy 
grows, especially since the for- 
profit Hong Kong Exchange 
and Clearing (HKEx)—which 
makes the listing regula- 
tions—has made it easier for 
companies to sign on. 

Another solution is stricter board oversight, which has 
increased internationally since America's Enron scandal. As of 
September 30, the HKEx requires all listed-companies to 
increase the number of INEDs on their boards from two to 
three. They also require at least one of the watchdogs to have 
financial-management expertise and to adhere to a more rig- 
orous definition of what constitutes “independence.” 


Antony Dickson/SCMP; Edward Wong /SCMP (right) 


FLAWED ELECTION PROCESS 

A number of the HKEx's almost goo listed companies claim 
to have been unable to meet the deadline, citing the lack of 
qualified people, but that would seem a lame excuse in a com- 
munity that boasts 22,000 accountants, 4,000 qualified finan- 
cial planners and thousands of educated professionals. Her- 
bert Hui, chairman of the Hong Kong Institute of Direc- 
tors, says the institute has helped some companies make 





TIME FOR CHANGE: Gordon Kwong (/eft) and Herbert Hui 
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placements. He believes the delay was mostly a case of peo- 
ple “doing things at the last minute.” But luring INEDs can 
be difficult for smaller businesses because they can't com- 
pensate them adequately, though they often need more over- 
sight than their larger counterparts. 

Whether or not businesses meet the quota may be a moot 
point. The real issue is whether one additional INED will make 
a difference in governance. Many analysts don't believe they 
will. “The requirement is just three INEDs . . . and when 
you have boards that have more than ro members, they might 
not be able to influence policy very much," says Amar Gill, 
the head of Hong Kong research at CLSA Asia-Pacific Mar- 
kets. A governance report by CLSA notes that one-third of 
companies in Singapore, which has the best governance score 
in their survey, had more than "half of the board comprised 
of independent directors." 

David Webb, editor of a Web site addressing corporate gov- 
ernance, says another problem is the way INEDs are 
elected. Currently the controlling shareholder and executive 
director vote in the placements rather than minority share- 
holders. “In order for [it] to work, there should be a rule that 
no director or shareholder 
with a connection should 
vote," Webb says. He notes 
that controlling shareholders 
often vote in safe choices for 
their INEDs, which create 
"unimaginative" placements. 
The Henderson Group, for 
instance, appointed the same 
two INEDs to all three of their 
listed companies. One of 
them, Gordon Kwong Che- 
keung, holds 17 Hong Kong- 
listed directorships. 

The HKEx state that their 
new rules are sound and 
"were formulated after careful 
consideration of the com- 
ments raised in response to 
the process of consultation" 
it initiated with listed businesses in 2002. Hong Kong s other 
major enforcer, the Securities and Futures Commission, is in 
position to enforce the rules and has recently come down hard 
on corporate offenders. CLSA notes that the SFC also has the 
power to object to listing applications, and should do so when 
a mainland company doesn't meet the standard. 

The success of corporate governance in Hong Kong is 
important for China's emerging market. City University 
economics professor Stephen Cheung says governance rank- 
ings for Chinese companies were alarming. "When you 
look at the history of [Chinese companies listed in Hong 
Kong], it's only a little more than ro years. They still have a 
long way to go." If Hong Kong is going to position itself as the 
financial centre for the mainland and still be attractive to 
investors, regulators and shareholders must look to help from 
INEDs and the boards they oversee, he says. & 


PAKISTAN 








forecast. “I would scale it down to between 6% and 
6.2% considering the rising trade deficit and the 
water shortage, which will surely hurt the agri- 
culture sector,” he said. — 

In the past fiscal year that ended on June 30, 
the economy grew at 6.4%, exceeding the gov- 
ernment's target of 5.3% and the 5.1% recorded 
in the previous year. That growth was led by the 
export-led manufacturing sector, which grew 17%. 

A severe water shortage has led to a shortfall in 
hydroelectric power and forced state-run power 
and oil companies to step up fuel-oil imports. 
Industry officials say the trade deficit is rising 
because of higher oil prices and import of capital 
goods for the textile industry, which is preparing 
for the lifting of quotas by the European Union and 
the United States next year. 

Sherani says inflation is also rising, but so far 
the central bank hasn't started hiking interest 
rates aggressively. The bank says inflation pres- 
sures arent sufficiently strong to warrant a more 
stringent approach to monetary tightening. Still, 
State Bank of Pakistan Governor Ishrat Husain 


said interest rates will continue to be increased 
in a “measured” fashion to slow rising prices as 


| After two years of sustained growth, the economy could 
| outlined in its semi-annual policy statement 


be hurt by drought, costly oil and a weah currency 





By Saeed Azhar 
After two years of strong recovery, Pakistan's econ- 
omy is under pressure this year because of a seri- 
ous water shortage that may hurt its agriculture 
sector, and a widening trade gap due to higher 
oil prices. The government has forecast economic 
growth at 6.596 in the current fiscal year that ends 
in June 2005, but economists believe the predic- 
tion wont be met. 

Sakib Sherani, chief economist at ABN Amro 
bank in Islamabad, says he has downgraded the 


DIFFERENT TALES 

Industrial growth in Pakistan has surged 
even as agriculture has declined 
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issued in July. 

The central bank has been raising benchmark 
treasury-bill yields since July, when it warned it 
would tighten monetary policy in the first half 
of the fiscal year that began on July 1 to check 
rising prices and to stabilize the exchange rate. 
Inflation grew at an average of more than 9% in 
the first two months of the fiscal year, but econ- 
omists believe it is expected to moderate over 
the next few months because of wheat imports 
that will reduce food prices. 

Mohammad Sohail, research head at Investcap 
Securities, says a growth rate of above 696 should 
be considered "robust" because it has been almost 
two decades since Pakistans economy has 
expanded so rapidly. But he says the weakening 
balance-of-payments situation is likely to hurt 
the country's currency and contribute to higher 
inflation. The rupee has lost 2.726 since June 1 and 
Sohail reckons it is likely to hit Go to the dollar 
by the end of the year from its current value of 
59.25—a further 1.3% depreciation. 

Nevertheless, indicative of the success of Pak- 
istan’s economic reforms, the country will exit from 
the second of two International Monetary Fund 
lending programmes in December after fulfill- 
ing all the key requirements of both since 2000. ` 
To date, Pakistan has never failed to complete a sin- - 
gle IMF programme due to lack of implementa- 


mi 


. tion of reforms such as reducing its tax deficitand - 


liberalizing the economy. z 
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RAILWAYS 


Tibet On the 
Right Track? 


Beijing is building a costly and complex line to Lhasa, which 
it says will bring prosperity and growth. Critics argue that 
it’s just another step in the annexation of Tibet 


By Erling Hoh/LHAsA, GOLMUD, 
TUOTUOHE AND AMDO 


THE VILLAGE OF Tuotuohe is not much more than a muddy 
truck stop along the Qinghai-Tibet highway. One day in early 
summer, Zhao, proprietor of the Lanzhou Handmade Noodle 
Tavern, was chatting with the owner of another restaurant in the 
village. It had snowed in the Kunlun and Tanggula mountains 
during the night, and traffic on the highway had ground to a 
standstill. Sitting by the iron stove in the middle of the room, 
Zhao sucked on his cigarette, surveyed his empty establishment 
and reminisced about the golden year of 2002. “If you would 
have been here then at this time of the day, every table would 
have been taken,” he said. 

The good times came to Zhao's restaurant courtesy of one 
of China's biggest construction projects, the Qinghai-Tibet rail 
line. Running a distance of 1,118 kilometres, the line will link the 
garrison town of Golmud in China's Qinghai province to the 
Tibetan capital, Lhasa. With an official price tag of 26.2 billion 
renminbi ($3.2 billion), it's one of the most complex and daring 
railway projects ever undertaken. More than two-thirds of the line 
runs at more than 4,500 metres above sea level; 550 kilometres 
of it crosses permanently frozen earth. 

By 2007, when the line is due to be completed, Zhao's busi- 
ness may dry up even further as the transporting of people and 
goods to Tibet shifts to the rails. Trains on this line will take 
just 48 hours to cover the distance between Beijing and Lhasa, 
with passengers travelling in carriages pressurized like aircraft 
to compensate for the high altitude. 

All along the route billboards bearing slogans such as "Build 
the Qinghai-Tibet railway, create prosperity for people of all 
nationalities" proclaim the importance of the project to Bei- 
jing. According to China's leaders, the line will reduce Tibet's 
geographical isolation and speed up its economic develop- 
ment. According to the line's critics, it's simply another weapon 
in Beijing's annexation of the territory. 


tos by Erling 





On June 12, the railway line reached the north- 
ern bank of the Tuotuohe river, about 500 kilo- 
metres from Lhasa. Framed by the snow-capped 
Tanggula mountains, a reporter from Tibet TV 
recorded the event for the evening news. The man 
he was interviewing, an engineer, wore a pin with 
the words “Communist Party Vanguard Project” 
on his lapel. “We lack oxygen,” the engineer told 
the reporter, “but we don't lack the right stuff.” 

According to a report by state news agency Xin- 
hua, not one of the 100,000 workers on the proj- 
ect has died as a result of altitude sickness. That 
claim is impossible to confirm, but the harsh 
conditions under which the railway is being con- 
structed make it questionable, especially as the 
same report acknowledged the deaths of more than 
3,000 workers during the construction of the Qing- 
hai-Tibet highway in the 1950s. “Every construc- 
tion worker has health clearance before stepping 
on the plateau,” Lu Chunfang, general director 





of the Qinghai-Tibet Railway Construction head. 
quarters told Xinhua. "Everyone passes a stric! 
physical examination before being enrolled into 
the construction team." 

Workers say the reality is different. In Amdo, 
the first town on the Tibetan side of the Tang- 
gula mountain pass, a group of Muslim Hui 
migrant workers from Qinghai province were 
squatting outside the national railway company's 
medical clinic. They were whiling away their day 
as they waited for news from their boss about 
railway work he had assured them was on its way. 
After more than a week in Amdo, which is 4,800 
metres above sea level, they were still showing 
symptoms of altitude sickness: a throbbing head 
and loss of appetite. Officially, all workers are 
required to present a clean bill of health, but, one 
of the migrant labourers explained, “80% of the 
doctor's certificates are fake." 

The labourers say the railway construction 


MEN AT WORK: The line to Lhasa 
is being built through some of Asia's 
most inhospitable terrain 


company pays their boss 2,000 renminbi per month per worke! 
Of that, the boss, himself a Hui Muslim from Qinghai, passes on 
just half to each worker—1,o00 renminbi for long days of back- 
breaking work. With some 30 workers in the group ind a work 
season lasting five months, the boss stands to make 150,000 ren 
minbi, minus his expenses; each worker will return home with 
no more than 5,000 renminbi in his pockets. Asked about the 
absence of Tibetan railway workers in Amdo, the mens boss 
replied: "The railway company does not like to employ Tibetan 
workers. The Tibetans think that the land belongs to them, and 
that they should decide how fast to work." 

Once the line is finished, around 16 trains a day will travel 
between Golmud and Lhasa, bringing about 5 million tonnes 
of goods into Tibet each year and 2.8 million tonnes out. Bei 
jing says the railway will slash the cost of transporting goods b) 


almost two-thirds. That, it says, will help speed up Tibet's eco 
nomic development, generate 4 billion renminbi in direct and 
indirect income and induce businesses to set up shop—not to 
mention the extra 900,000 tourists Beijing expects to travel on 


the new line. And then there's mining: In the past few years, P» 





ON THE LINE: Workers say health regulations are regularly flouted 


over a million tonnes of copper and about 20,000 tonnes of cobalt 
have been discovered in the vicinity of the railway line. 

The line is just one of a number of major infrastructure 
projects under way in Tibet. Altogether, investments in fixed assets 
in Tibet, mainly by Beijing, totalled r3 billion renminbi last 
year, over the past three years, according to official data, GDP for 
the Tibet Autonomous Region grew by 1296 annually. Not every- 
one is impressed, though: Robert Barnett, lecturer in modern 
Tibetan studies at Columbia University, characterizes Beijing's 
spending on Tibet as *a Keynesian policy to sustain economic 
growth without really stimulating productivity and output. It 
works amazingly well with international economists." 

And while Tibet's urban areas are feeling the benefit of eco- 
nomic growth, rural areas are slipping behind. Since 1992, the 
annual income per capita among the urban population has 
risen fourfold to almost 8,000 renminbi; outside the cities, annual 
average income was about 1,600 renminbi in 2002. The small 
town of Amdo, for one, is indeed in dire need of some modern- 
ization. After more than 50 years of 
Chinese rule, it still lacks paved roads, 
tap water and proper sanitation. 

According to a report on the rail- 
way by the International Campaign for l^ nnm 
Tibet, a not-for-profit group that mon- pe" i 
itors and promotes human rights in 
Tibet, official Chinese figures show 
the budget for the railway represents | 
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The Lhasa line will be 1,118 kilometres 
long and will cost $3.2 billion 









‘, 
more than three times Beijing's "mem Somya Existing 
spending on health care and education | < railway 
in Tibet over the past half-century. P QINGHAI 
This neglect has had severe conse- i fe, 
quences for Tibet's social develop- Fw 
ment: In 1999, Tibet recorded an illit- | ied et 2 
eracy rate of 6796, compared with a TOTAM a. > 
national average of 1196. | VE AUTONOMOUS * 





Critics also argue that the railway 
will accelerate the migration of Han 
Chinese to Tibet. In urban Lhasa, with 
a population of some 230,000 people, 
Han Chinese are already on the verge 
of becoming the majority group. 
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"Migration is the primary concern among educate 
Tibetans," says Barnett. "In public, they will no 
voice any criticism. In private, they will tell you tha 
this is the end of Tibet." 

This migration process follows a pattern seer 
elsewhere in China, according to the Internationa 
Campaign for Tibet report. Between 1912 and 1949 
the Han population in Inner Mongolia increasec 
fivefold. Millions arrived after the railway from 
Zhangjiakou to Hohhot was completed in th« 
1920s, and by 1949, Han outnumbered Mongo 
lians by 11 to one. The same process took place ir 
Manchuria with the help of railways built by the 
Japanese, Urumqi, the capital of Xinjiang, is already 
a predominantly Han city, and in Kashgar, the Han 
population increased by 30% in 2001, the year after 
the railway there was completed. 

Representatives of the exiled Tibetan govern- 
ment have no doubts about the impact of the new 
line: “We feel that the continuing construction of 
railways in Tibet will facilitate Chinese control over 
Tibet and the settlement in Tibet of many more 
Chinese migrant workers,” says Thubten Samphel, 
secretary of international relations. 

Some of China’s neighbours, too, view the rail- 
way with unease. Analysts point to its military impli- 
cations, saying it could be used to beef-up China’s 
already heavy military presence in Tibet, including 
its ability to deploy tactical nuclear weapons. Says 
Barnett: “Indian analysts are constantly discussing 
the issues of Tibet's militarization.” 

Such matters mean little to ordinary Tibetans 
living along the railway to the “roof of the world.” 
In Zaziqu village in the Qugaxiong valley some 100 
kilometres north of Lhasa, 18 families 
make their livelihood from herding. The 
new line will run straight through their 
valley, forcing the herders to bring their 
yaks and sheep to their summer pastures 
through a tunnel under the railway. “We 
don't know whether or not the animals 
will refuse to pass through the tunnel,” 
says the village head. “We are not op- 
posed to this project, but it is creating 
big losses for us.” 

A housewife in the village admits to 
doubts about the project's benefits: “The 
radio said that we would be able to make 

5o renminbi per day working on the rail- 

way. We were very happy, and thought 
that we could make some 

money,” she says. “But 

| only five to six people got 

*» ^ 7 work,and they were only 

L Beijing |." paid 15-20 renminbi. It is 

— sg unfair, but we don't know 
CHIINA. where to complain.” = 


Make Art, Not War 


An avant-garde exhibition in the Taiwan Strait 


promotes peace, but puzzles the locals 


JUST SIX KILOMETRES off China’s south 
coast, the small Taiwanese island of Kinmen, also 
known as Quemoy, was for decades a target of 
mainland Chinese artillery barrages and the site of 
one bloody skirmish between communist invaders 
and Nationalist troops. In mid-September, the 
world’s cosmopolitan art set descended upon it 
in a wholly unexpected kind of invasion. 

The Bunkers Museum of Contemporary Art, 
which runs until January 10, was organized by the 
New York-based artist Cai Guoqiang, best-known 
for his fireworks-as-art displays. With a budget of 
nearly $1 million, most of it from the Taiwan 
government, the show involves 18 artists from both 
sides of the Taiwan Strait exhibiting in some of 
Kinmens recently abandoned military bunkers, 
one of which is in the middle of a mine field. 

On opening night, however, the adrenalin high 
came more from night-clubbing excitement than 
potential danger. At a late-night, bunker-side party, 
I found myself with arty types from Taipei, New 
York and London drinking cheap beer smuggled 
over from China. Somebody asked me, "Hey, you 
wouldn't happen to have any pot?" 

Smoking marijuana at an art event may be hip 
given the crowd, but Kinmen’s history made the 
event and its context seem worlds apart. Taiwan's 
military imposed curfews on Kinmen into the 
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UNDERGROUND LOVE: Taiwan model Yin Ling in Lovemaking for World Peace 


| Postcard 


1990s, and though the restrictions are now gone, 
nightlife is mostly a foreign concept. Only about 
40,000 people live here, and few businesses stay 
open past 10 p.m. 

Anyway, nobody had any pot. So the weekend's 
height of decadence was left to Yin Ling, a Tai- 
wanese model who transformed a bunker into a 
boudoir. There she performed Lovemaking for 
World Peace, in which she scorned two actors 
representing Mao Zedong and Chiang Kai-shek in 
favour of a plastic skeleton symbolizing the 
unknown soldier. 

Cai, the curator, says the show's purpose is to 
create "a model for peace amidst cultural conflict." 
Cai, 47, was born just across the water in China's 
Fujian province. He remembers from his child- 
hood the daily artillery exchanges that only ended 
in 1978. By that time more than 1.4 million shells 
had fallen on Kinmen and around 10,000 Tai- 
wanese had been killed. 

An image of the shelling was provided in 
another converted bunker by the sole artist from 
Kinmen taking part in the show. As part of his 
installation, War Bets on Peace, Lee Shi-chi sus- 
pended 823 ceramic bombshells over an area large 
enough for a family picnic. "The air was this thick 
with them," he says. 

But in Kinmen, art imitates life: The real sym- 
bols of an ageing conflict are everywhere. The 
beaches are fortified with kilometres of iron gird- 
ers that stick up like rusted ribs out of the sea. 
Some of the 2,000 bunkers and caves and tunnels 
that once housed 100,000 troops have been 
turned into tourist attractions. Others are still 
functional and about 10,000 soldiers remain 
stationed on the island. 

Cai stresses that the exhibition is "for the people 
of Kinmen." Their reactions vary, but one local police 
officer offers a common sentiment. After watching 
40 minutes of homoerotic theatre in which 
loincloth-clad actors climbed above and around 
the audience, he says with some embarrassment, “| 
don't have so much experience with this kind of 
thing, so maybe I can't appreciate it so deeply." 

The creator of this work, Taiwan film direc- 
tor Tsai Ming-liang, says the Bunkers Museum 
"will help Kinmen’s people take a look and see 
themselves." Gesturing at the bunker he's stand- 
ing in, he adds: "Before this [exhibition], local 
people weren't able to come here. Things are det- 
initely changing." 

So far, Kinmen’s most tangible gain is its first- 
ever culture bureau, which was established just for 
the show. Evaluation of the art is, meanwhile, left 
to mostly Western critics, and the impact on Kin- 
men from the publicity or changing perceptions 
remains to be seen. DAVID FRAZIER 


InReview 


STALLED: Chinese 
communist troops 
captured in Korea 
in 1950—much 
like the soldier 
protagonist of 
Ha Jin's new novel 
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Books: FICTION a 


Past Perfect 





Ha Jin’s latest novel is a solid read, but won’t meet readers’ high expectations of this 


writer’s work, says Jason Overdorf 


A. NOVEL LIKE Ha Jin's Waiting, which won the National 
Book Award in the United States and elicited comparisons 
with Russian masters Anton Chekhov and Isaac Babel, can 
become a heavy burden on a writer's subsequent work. 
Though impressive, Ha Jins fourth book, War Trash, does not 
meet the same lofty standard. 

Set in 1951-53 and written in the form [War Trash] by 
of a memoir by Yu Yuan, a Chinese sol- Ha Jin. Pantheon 
dier captured and imprisoned by Ameri- $25 
can troops during the Korean War, the | 
book offers an intriguing view of that con- 
flict. But perhaps because it reads so 
much like a memoir—the book hinges on 
Yu Yuan's political development— War 
Trash lacks the drama needed to make it a 
successful novel. 

Apart from the setting, the story of polit- 





ical disillusionment is well-trodden territory for Chinese 
authors writing in English. Though Yu Yuan does not begin 
as a communist, he realizes quickly that he must ally him- 
self with the communist leaders in the prison camp if he is 
to have any hope of returning to the mainland, rather than 
emigrating to rival Taiwan. Because he has an elderly mother 
and a young fiancée waiting for him at home in China, he 
fights off the overtures of the Nationalists and cooperates 
with the communist-led agitations at the prison, which 
include not only hunger strikes and other nonviolent resist- 
ance but also the clever capture of the American general in 
charge of the prison camp. 

Yu edges closer and closer to joining the party himself. 
But his class background as an educated graduate of the 
formerly Nationalist-run Huangpu Military Academy holds 
him back. The more he observes the decisions of the camp's 
party leaders—symbolic struggles to fly the Chinese flag, 
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for example—the more he comes to believe that their faith 
leaves no room for humanity. “I was ambivalent about the 
attempt to reseize the flag," Yu reflects. “On the one hand, | 
admired the courage our men had displayed, and in a way I'd 
been awestruck by their passion and bravery, which I have 
to admit I didn't share. On the other, I doubted whether it was 
worth losing a man's life for the sake of a flag, which, sym- 
bolic as it might be, was just a piece of nylon cloth." Making 
explicit the striking parallel between fervent communism and 
religious fanaticism, Yu concludes: "I had noted there was a 
kind of religious fervour in some of these men, who were capa- 
ble of laying down their lives for an idea." 

By the end of the novel, of course, Yu has become a cynic, 
ready to mouth the party's platitudes if that will get him 
home—but fully aware that every political machine grinds 
on without a care for the people who fuel it and even thrives 
on their destruction. "Without such obliteration of human par- 
ticularities, how could one fight mercilessly? When a general 
evaluates the outcome of a battle, he thinks in numbers— 
how many casualties the enemy has suffered in comparison 
with the losses ofhis own army. The larger a victory is, the more 
people have been turned into numerals. This is the crime 


of war: It reduces real human beings to abstract numbers." 

This passage has resonance today. as the world's collective 
thinking about political issues again falls victim to the fool- 
ish polarity of a theory of a clash of civilizations. But these are 
not new ideas, nor are they expressed well. All of Ha jin's books 
have dealt with modern China's baffling combination of 
idealism and brutality. But Waiting, and to a lesser extent 
his other fiction, was remarkable foremost for its under- 
standing of human relationships, not political ones. He cap- 
tured the sweet tragedy of our frail loves and petty hates 
with sensitivity and wisdom. 

And though he himself once served in the People’s 
Liberation Army and sometimes writes of soldiers, Ha Jins 
best stories have, like Chekhov's, always been about love. The 
chief interest of War Trash, in contrast, is in its value as 
history. The Chinese prisoners' perspective on the war in 
Korea and their American captors is not one with which 
many foreign readers will be familiar, and though the novel's 
thematic conclusions are thin gruel, the prisoners’ machi- 
nations make good reading. But these are not the usual pleas- 
ures we expect from fiction. & 

Jason Overdorf is a writer based in New Delhi 





Careless Talk Costs Lives 


It’s been a bad week for communication between the sexes, so single people 
are advised to get a pet instead—if they dare 


‘THE WORLD'S LAST user of "Womanese" 
has died, Chinese linguists said. The death 
of Yang Huanyi means the end of a language 
whereby women in a remote part of Hunan 
province communicated “through a set of 
codes that were incomprehensible to men," 
the Xinhua official news agency reported. 

Excuse me? Don't all women speak in a 
set of codes incomprehensible to men? Or is 
it just me? 

Nah, I reckon the sexes have always had sep- 
arate vocabularies: Only men have “bellies” 
while only women have “abdomens,” etc. Most 
males quickly learn to avoid misunderstand- 
ings by opting for minimal communication. 
Everyone knows the one thing that all mar- 
ried men have thought, but possibly none has 
ever said out loud, is: “If you think you look 
fat in that, you probably do, so why ask me?" 

The late Mrs. Yang used a written lan- 
guage called Nushu (nu means woman and 
shu means writing) designed “to describe 
women's misfortunes and inner feelings,” the 
news agency said. (Note that women in China 
don't have alternating times of good fortune 
and misfortune. They only have misfortune, 
as you know if you've read Wild Swans and 
all those other books.) 

When Chinese government officials real- 
ized that Mrs. Yang was the last native Nushu 
user, they bestowed upon her the nickname 
"Living Fossil." What better evidence is there 
that men and women think differently? 1 
mean, can you imagine a female choosing a 
name like that for herself? "Guys, I've decided 
to change my nickname from Party Girl to Liv- 
ing Fossil as I feel it is more ‘me’.” 








BONNY BABIES: 
Look at the 
weight limit. This 
sign, spotted by 
reader Michael 


Suppaner on the 
train from Lutong 
to Taipei, sug- 
gests that obe- 
sity is spreading 
in Taiwan 


These thoughts reminded me of the mime artist I once met at the Fringe 
Club in Hong Kong. She said she'd been married to another mime artist, but 
the marriage broke up. One could only assume they didn't talk enough. 

Whether in Nushu or not, men and women communicate poorly, and 
in Asia this often leads to tragedy. Consider the recent sad case of a woman 
named Ueda who lived in Kameoke in Japan. She was in poor health, and felt 
she was a burden on her farmer husband. So she decided to alleviate the pres- 
sure on the unfortunate man by stabbing him to death. “I caused my hus- 
band a lot of trouble. I killed him so as not to give him any more trouble," 
she told investigators, who found the body in the bedroom, according to 
the Mainichi Shimbun. Her husband died quickly and was thus unable to 
thank his wife for her generosity. 

Perhaps the scariest example of noncommunication between two mar- 
ried people comes from Pakistan. Muhammad Ashfaq of Lahore reportedly 
stole and sold his wife's kidney without telling her. He signed her up for 
surgery which he said was to enable her to have children, the Daily Times 
reported. But he apparently forgot to tell her that he had told the doctor to 
remove one of her kidneys, which he sold for $3,400. After the operation, he 
pocketed the cash and applied for a divorce, the newspaper said. Now there's 
a couple who are going to have "issues." 

Poor communication also features in a recent tragic tale of a couple from 
central Malaysia featured in the New Straits Times. The wife climbed a tree to 
pick mangosteens. The husband grabbed a shotgun and blasted her to death, 
having mistaken her for a monkey. 

I wouldn't be surprised if such awful cautionary tales completely put you 
off marriage and leave you thinking you might as well just get a pet instead. 
Well, that’s fine, as long as you don't get anything particularly vicious and 
deadly, such as a hamster, A man was bitten to death by his hamster in Saitama, 
Japan, the press reported. The hamster nipped the finger of the man, who was 
in his 40s, breaking the skin. Chemicals in the animal's saliva killed him. 

But one fact is inescapable: Pet rodents have caused fewer deaths than 
spouses this week. However, if your hamster starts writing in Nushu, I would 
hide the guns, pronto. = 
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[ E I L A L L KURT CAVANO, TradeCard 





The Case for Trading Up 


A technology-and-services firm is convincing global sellers and buyers to abandon 
the old paper-based settlement system and go virtual 


































in Hong Kong is what grew the firm 220% in 2003 to 
about 800 customers. 

Cavano admits that many banks and shippers are 
offering their own electronic services, but he says 
TradeCard has the advantage because its services 
are centralized. “Our competition is not really some- 
one else doing this, but the old way of doing busi- 
ness,” he says. He attributes some of this resistance 
to the generation gap. “In places like China, Vietnam, 
Cambodia, the resistance is low. A lot of the workers are 

young and have grown up with computers . . . The place 
where I have challenges is an older treasurer in a United 
States company that doesn't want to change the way 
he's doing business.” 
Though headquartered in New York City, 
TradeCard's more than 100 employees are scat- 
tered around 30 countries, with Asia being a hot 
spot. "There's no doubt that China is winning 
the race to be the manufacturing [capital] of 
the world," Cavano says. About 8096 of 
goods that are shipped and paid through 
TradeCard come out of China, with 
almost 40% of that generated by Hong 
Kong companies. 
The idea for TradeCard was conceived 
by the World Trade Centre Association 
in 1994. They hired Cavano and his col- 
leagues at American Management Sys- 
tems to build the system and then got 
venture capital money to get the 
company up and running. It was 
commercially launched in 2000. 
Although this CEO has a long 
way to go before completely trans- 
? forming international trading, 
= he believes TradeCard will grow 
both in size and by the number of 
services offered. Cavano is particu- 
larly pleased with the word of mouth 
his firm is generating. “You can always 
sell something to somebody if you 
try hard enough," he says, "but 
when your customer starts sell- 
ing your service to other people for 
you... that’s when you know you're 
doing something right.” 
ALEX ORTOLANI 


KURT CAVANO, CEO and chairman of 
TradeCard, doesn't just want his company to 
succeed, he wants to fundamentally “change 
the way people do international trade.” 

Four hundred years ago Italian traders 
used a paper-heavy method called the 
letter of credit; a form of that system is still 
used today through mail and fax machines, 
often delaying transactions and creating 
unnecessary paper trails. By working with 
about 18 financial institutions, TradeCard 
can guarantee transactions, handle financ- 
ing and update purchases electroni- 
cally. “We take out the paper, we 
automate the process, and then we 
deliver financial services electron- 
ically,” Cavano says. 

Its system also runs on an 
Internet-based format, so clients 
don't need special software or 
have to worry about their system 
crashing. Cavano says Trade- 
Card’s server has been functional 
99.985% of the time, and survived 
the World Trade Centre collapse and New 
York City’s 2003 blackout. 

Cavano, 48, compares TradeCard to a 
credit-card network, where the transaction 
occurs with almost no hassle to buyer or 
seller. But instead of moving "small bits" 
of data, they handle “pages of informa- 
tion.” The firm can have a buyer in Texas 
working with a seller in Hong Kong, who 
manufactures in China and uses a freight- 
forwarder headquartered in Japan. Trade- 
Card has to match all these orders together 
and make sure the money shows up in the 
seller's account or, as Cavano puts it, “we're 
in big trouble.” 

The process starts when a buyer agrees to 
use TradeCard's services for a fee based on the 
volume of purchase. The seller then agrees to 
test the system, also for a fee. If sellers are sat- 
isfied, Cavano says, they often ask TradeCard 
to get their other buyers on board. This 
kind of business with big name com- 
panies like JC Penney and TAL Apparel 
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Every nation requires a heritage with which 


people continually interact cross culturally as 
well as cross generations, one which fuses past, 
present and future and Indonesia is home to 
fremengous and glorious legacies of the past, 
De wey cultural or natural heritages. So, be the 


witness of your own. 
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“The Professional Choice 


The first digital SLR to be released in the revolutionary Olympus E-System range, the Olympus E-1 hails a new era in digital photography 
Every single component and accessory of the Olympus E-1 was created for the sole purpose of digital perfection. Realising the advantages 
of the award-winning FourThirds System, the Olympus E-System presents new benchmarks for professional image quality and performance 
Put an end to the compromise of conventional film lenses on a digital SLR. Discover digital perfection with the world s first pure digital standard 
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S64 HOURS, 49 MINUTES AND 57 SECONDS 
IS A RECORD TIME. GOOD LUCK SETTING YOUR BOAT 


A SECOND FASTER. 


>% A legendary competition, the Rolex Middle Sea Race is as much about 

speed as it is about respect for Mother Nature. At 607 nautical miles, teams 

sail anticlockwise around two active volcanoes in waters that have been known to go 
from calm to calamitous. With winds that have blown up to thirty-five knots, and seas that 
have kicked up eight-foot to ten-foot swells, it challenges teams to sail fast and smart. 


ROLEX MIDDLE SEA RACE, HOSTED BY THE ROYAL MALTA YACHT CLUB - OCTOBER 25TH TO NOVEMBER 1ST, 2004. 
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OBLIVIOUS 

i write with reference to ‘Mister’ 
Musharraf? [Editorials, Sept. 30.] You 
are oblivious of the realities on the 
ground in Pakistan. If Gen. Pervez 
Musharraf were to doff his uniform, 
he automatically relinquishes the posi- 
tion of army chief. What if whoever 
succeeds him isn't as committed to 
combating the sympathizers of Osama 
bin Laden and the Taliban on the Pak- 
istan-Afghanistan border and within 
Pakistan itself? So where do we go? 
Back to where we were during the time 
of the Taliban? The political opposition 
in Pakistan is interested only in taking 
advantage of the situation in the likely 
chaos that would follow Gen. Mushar- 
raf shedding his uniform. 


AFTAB AHMAD KHAN 
Lahore 


CHINA's PROGRESS 

In reference to your article When 
Courts Don't Work [Oct. 7], allow me 
to observe that China has come a long 
way. The fact that many people are 
allowed to bring their petitions to 
authorities, and that such petitions are 
accepted, is a positive sign. More 
broadly, outside China many in the 
legal profession are looking at media- 
tion as a means of resolving civil con- 
flicts. And while the British and Amer- 
ican legal systems are comprehensive 


and rightly grounded on the rule of 


law, they are too costly for the poor. 

To be sure, China has a long way to 

go in developing its legal system. But 
let's be patient with it. 

YEO HENG YAP 

Tanjung Kling, Malacca 


No HELP LIKELY 

Your story Numbers Game [Oct. 14] 
reminds me of the numbers game 
in a book from the 1990s, in which 
it was predicted that China would 
start a war before the close of the 2oth 
century as a result mainly of the sheer 
size of its population. Obviously, that 
was wrong. Indeed, who can predict 
anything about China? As your arti- 
cle clearly shows, it is as much spec- 
ulation whether or not China will be 





a net grain importer in the near future. 

And as your other story in this 
issue, Peasants Bloom, clearly indi- 
cates, China has won on another food 
front: fruits. Indeed, such achieve- 
ments are possible because there is a 
perfect division of labour in Chinese 
society: Some are good in farming and 
less inclined towards trade; some are 
good in crafts and less inclined in 
trade; and some are good in the pro- 
fessions and less inclined in trade. But 
they all work together. 


RAHARDIO MUSTADJAB 
Mumbai 


INDIA’Ss WATER WOES 

Your article Quenching India’s Thirst 
[Aug. 26] was for me—a reader of 32 
years’ standing—very valuable reading 
material. Indeed, your table showing the 
correlation between above- or below- 
average rainfall with the growth of agri- 
cultural output was very useful. 

Through the example of Hanuman 
Jangu, a millet farmer from Rajasthan, 
you've shown how dependent Indian 
farmers are on the fickle rains. But 
while the central government plans 
massive investments in rural irrigation, 
farmers, helped by international char- 
ities and local non-governmental organ- 
izations, already are working out their 
own small-scale solutions to stretch 
their meagre water supplies. 

You write that the monsoon. 
brings close to 3 trillion cubic metres 
of water to India, but most of this 
evaporates or flows into the sea. So 
obviously, the central and state gov- 
ernments ultimately must increase 
rural spending substantially for agri- 
cultural infrastructure. Just as impor- 
tantly, they must see that the money 
reaches the intended beneficiaries. 
We must move away from the descrip- 
tion of Indian agriculture given by 
Lord Curzon in 1900: "It is a gam- 
ble on the monsoons." 


VINOD CHOWDHURY 
Delhi 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530: 
By e-mail: iettersibfeer.com 
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: THE DEFINING moment in Australia's general elections came 
_as union officials scrambled to keep traditional Labor Party sup- 
port in Tasmania. Just days before the October 9 polls, Tasmania's 
 timber-industry workers were defecting in droves to Prime Min- 
ister John Howard's Liberal Party-National Party coalition, after 
weighing the contesting forestry policies of the coalition and Labor. 
Faced either with satisfying environmentalists' demands or bal- 
-ancing conservation with job protection, Mr. Howard decided 
in favour of the economy. And it is this dogged pursuit of what he 
erceives to be the country's most vital interests that so resonated 
with what's been called Australia's "silent majority." Not only was 
Mr. Howard's coalition returned to power, but it also looks set to 
ain effective control of the Senate—the first time since 1976 that 
government won control of both chambers of parliament. No 
all achievement. (See related article on page 18.) 

- Under Mr. Howard’s management, the Australian economy 
as benefited from healthy growth, yet with benign inflation. This 
las prompted many Australians to leverage themselves into an 
even higher standard of living by taking on a level of debt ear- 
lier generations would have found unthinkable. Thus, Mr. Howard 
__ won because he was considered best able to nurture growth while, 

n crucially, preventing interest rates from rising sharply. But if there 
. were any niggling doubts about this because of his profligate cam- 
paign promises, his government's likely influence over the Sen- 
ate should banish them. There is now an opportunity to pursue 
broad reforms that will keep the economy growing. 

..- With effective control of both chambers, several issues fig- 

re prominently on the agenda. Among them is reform of a 
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Howard S Victory The Australian ruling coalition’s likely control 


of both chambers of parliament adds fresh momentum to a strong economy 


set of labour-relation laws. Although strikes and work-stoppage: 
have declined sharply in the past decade, Mr. Howard will wan: 
to further erode the threat they pose to productivity. Unior 
officials now fear the government will try to restrict the role o! 
unions in the workforce and to further promote the use of indi 
vidual workplace contracts, for example. 

Next, Mr. Howard finally is expected to fully privatize Tel. 
stra, the country's main telecoms company. The government 
still has a 51% stake in the company, and has been blocked from 
selling this off by the Senate. A fresh offering expected to 
raise A$30 billion ($21.7 billion) would make it the biggest float 
in Australian history—well surpassing Telstra's partial privati- 
zation in 1997, which raised A$16 billion. 

Having more money in the coffers offers still other oppor- 
tunities. Personal income tax remains at punishing levels. When 
Canberra introduced a goods-and-services tax in 2000, the 
idea was that income tax would be reduced to compensate. 
And it did decline with GST's introduction, and continued to 
come down. But Mr. Howard always had to be mindful of what 
was achievable. The upshot is that the top tax rate remains at 
an incentive-sapping 4796. The point is that the amount the state 
demands, from whatever source, remains too high. With even 
more money in the Treasury and control of all legislative levers, 
Mr. Howard may now want to consider more substantial tax cuts 
across the board than he has already committed to. 

While the coalition’s victory wasn't necessarily surprising, 
its likely control of the Senate was. And that could well mean 
a new revolution for the Australian economy. @ 


\fghans V V 11 The importance of a popular mandate for nation-building 


GAINST DOUBTS among sceptics, 
ghanistan successfully pulled off its 
ig-awaited presidential election. Cer- 
nly, there was confusion on polling 
y, but this was quickly sorted out. And 
;, there were complaints of unfairness, 

but that’s normal in elections practically 
verywhere. The crucial point is that a 
people who have seen so much grief 
turned out in massive numbers, and, 
espite fears of Taliban-inspired vio- 
lence, exercised a franchise many had 
never experienced before. This showed 
- admirable faith in democracy. (See related 
article on page 14.) 

— In fact, Afghanistan is yet another 
















example against the canard that democ- 
racy is only for richer and more developed 
nations. If anything, the reverse is true: 
Afghanistan cannot afford not to have 
democracy if it is to have a shot at escap- 
ing grinding poverty. Warlords have for 
years made and enforced their own law, 
which means lawlessness. Afghanistan 
must put in place institutions and instru- 
ments to protect individuals against capri- 
cious power. To start this, the people who 
are to be governed must hand leaders a 
mandate to build a state—and nation- 
building can only ever be successfully 
accomplished by local constituents. 
That's why it was so crucial that the 


interim administration be succeeded 
by an elected regime. Even though the 
election was expected only to formally 
confirm interim leader Hamid Karzai in 
his job, a popularly elected President 
Karzai will have the necessary demo- 
cratic credentials and legitimacy to do 
the hard work ahead. 

Next up, parliamentary elections are 
due in April. Arguably, they will be even 
more important, as a legislature will bring 
even more Afghans into a nascent national 
political discourse. But already, a good start 
has been made as Afghanistan finally 
leaves behind the bad taste of the Taliban's 
medieval regime. 
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Abdullah Sets the 
Tone With Jakarta 


Malaysian Prime Minister Abdullah Ahmad Badawi set a good 
precedent for future bilateral relations when he became the 
first foreign leader to congratulate Susilo Bambang Yudhoyono 
on his election as Indonesia's president. A senior aide to Yud- 
hoyono says Abdullah's message after the results were offi- 
cially announced on October 5 was significant because the 
new administration in Jakarta wants to foster a much closer 
relationship with its predominantly Muslim neighbour. “We 
will fashion an Indonesian-Malaysian axis," the aide tells 
the Review. The idea, he explains, is to coordinate policy on 
Islamic issues and help to repair the damage done to the 
reputation of Muslim states in the wake of the September 
I1, 2001, terrorist attacks in the United States. Yudhoyono has 
established an early rapport with leading figures in Kuala 
Lumpur. He visited the Malaysian capital to meet officials and 
businessmen at the height of the presidential election cam- 
paign in July, and a senior Abdullah aide was in Jakarta in early 
October to meet Yudhoyonoss advisers. 


CHiNA's Top OFFICER SET FoR U.S. Trip 

Continuing a trend of increased high-level interaction between 
the United States and Chinese militaries as tensions in the 
Taiwan Strait simmer, China’s highest-ranking officer will 
visit the U.S. in the last week of October. Chinese diplomats 
say Chief of the General Staff Gen. Liang Guanglie will be the 
first top-ranking Chinese officer to visit the U.S. since August 
1997. In January, his U.S. counterpart, Gen. Richard Myers, 
became the first top U.S. officer to visit China since 2000. 
The interactions signal a warming of military-to-military 
ties that were strained almost to breaking point in 1999 when 
bombs from a Nato air strike on Belgrade hit the Chinese 
embassy and in 2001 by a collision between a Chinese fighter 
jet and a U.S. Navy surveillance aircraft off Hainan Island. 
Myers met Chinese President Hu Jintao on his January visit, 
but U.S. and Chinese officials are still negotiating the details 
of Liang's trip and it is unclear who Liang will meet. Mind- 
ful of scepticism toward Beijing and sympathy for Taipei 
among many Republican Party faithful, the Bush adminis- 
tration has kept its contact with the Chinese military low-pro- 
file. Liang will be coming at an awkward moment for the U.S. 
leader, just days before the November 2 presidential election. 


CHINESE VisiT CONTENTIOUS SHRINE 

Some Chinese tourists on package tours of Japan have been 
sneaking off to visit a surprise destination: Yasukuni Shrine. 
The Tokyo shrine commemorates nearly 2.5 million Japan- 
ese who have died in battle or "on duty" for Japan since 1868, 
and has gained notoriety because it houses the remains of 
several convicted war criminals. Junichiro Koizumi has paid 
homage at Yasukuni in each of his three years as prime min- 









— A ' : 
CURIOSITY VALUE: Some Chinese tourists visit the Yasukuni Shrine 


ister, drawing volleys of protests from China and other coun- 
tries that suffered from Japanese militarism in the past 
century. Curious to see what the fuss is about, some main- 
land tourists on package tours have been visiting the shrine 
during their free time, say Chinese travel agents in Beijing 
and Japanese officials. “It’s pure individual behaviour,” 
says a staffer at China Youth Travel Service, while he and 
other travel agents say the shrine is definitely off the offi- 
cial itinerary for Chinese tour operators. A spokesman at 
Yasukuni says they have no figures for the number of Chinese 
visiting the shrine, while the Beijing travel agents say only 
that it's a limited number. Mainland Chinese tourists visiting 
Japan have to go on package tours and are required to leave 
their passports in the care of the tour guide to prevent illegal 
immigration, says one Chinese travel agent, while adding 
that they are normally given a half-day's free time for shop- 
ping. Some 31,000 mainlanders vacationed in Japan last year, 
according to official figures. 


INDONESIAN Navy RESUMES Port CALLS 

Australian and Indonesian military relations appear to be 
warming five years after Canberra severed defence ties because 
of Jakarta’s military involvement in the bloody backlash against 
pro-independence voters in East Timor. Two Indonesian naval 
patrol vessels visited the northern Australian port of Darwin 
on October 10-13 while three other Indonesian naval craft— 
a corvette, a frigate and an oil tanker—were due to call at Stir- 
ling naval base near Perth on October 14-17. They are the first 
Indonesian naval vessels to visit Australia since July 1999, 
when the landing craft Kri Teluk Banten stopped at Darwin. 
Royal Australian Navy spokesman Lt.-Cmdr Steve Mullins 
tells the Review that the port calls were aimed at re-estab- 
lishing naval ties between the two countries—"We're trying 
to get back to where we were." Military cooperation was sus- 
pended between the two countries over the role of Indonesia's 
armed forces in supporting anti-independence militias respon- 


sible for a savage scorched-earth policy in East Timor that left 
more than 1,000 people dead in 1999. The warming military 
ties reflect in part increased cooperation between the two 
countries in the war on terrorism. 


STARBUCKS ACCOLADE FOR TIMOR COFFEE 
East Timor believes that the Starbucks seal of approval 
will give its key coffee industry a fillip. The world’s leading 
retailer of speciality coffee on October 10 launched its first 
single-origin coffee from East Timor at Starbucks branches 
around Australia and New Zealand, a company spokes- 
woman said. The brand, dubbed Timor Lorosa’e, is expected 
to eventually go on sale at the firm's more than 8,000 
branches worldwide—a first for a single-origin coffee from 
the fledgling country. The Seattle-based company signed a 
deal in late September to buy the organically grown Arabica 
from Café Cooperative Timor, a major exporter representing 
20,000 farmers. “We've gone out and achieved international 
recognition, and that's good for the future of East Timor's 
coffee industry," said CCT's senior agricultural adviser Alis- 
tair Laird. East Timor Agriculture Minister Estanislau da 
Silva agreed, telling the Review that the move will increase 
farmers' incomes and *help to develop this industry, to 
improve agronomic practices." He said that Starbucks, which 
has long purchased blends from East Timor, would be pay- 
ing between $1.26 and $1.41 a pound for the single-origin 
coffee as a so-called "fair-trade certified" product, adding 
that this was almost three times more than farmers could 
currently expect. 


Rocky SUPPORT FOR THAI TO HEAD UN 

While Thailand’s Southeast Asian neighbours last month 
publicly backed Thai Foreign Minister Surakiart Sathirathai's 
bid to become the next secretary-general of the United 


. Nations, in private some are not so keen. One senior diplo- 


=p 


mat says his government had joined other members of the 
Association of Southeast Asian Nations in supporting 
Surakiart’s candidacy because it believed his star will wane 
during the next two years of intense scrutiny. Some coun- 
tries believe it should be Asia’s turn to take over leadership 
of the world body when incumbent Kofi Annan steps down 
in 2006. Another Asean diplomat says he doubts that the 
United States would support a Thai candidate because Wash- 
ington sees Bangkok as “a surrogate of the Chinese,” a ref- 
erence to Thailand's close relations with Beijing. The U.S. 
says it is premature for Washington to comment on any can- 
didate at this point, but privately U.S. officials are sharply 
critical of Surakiart. He irked Washington soon after the Sep- 
tember 11, 2001, terrorist attacks by declaring Thailand's 
“neutrality” in the war against terrorism. U.S. diplomats in 
the region say that Surakiart's first meeting with Secretary 
of State Colin Powell earlier that year went badly because the 
Thai foreign minister began talking about possible joint U.S.- 
Thai business deals, including a plan to turn U-Tapao air base 
into a just-in-time delivery hub. © 





GLOBAL AMBITIONS: 
Thailand wants 
Foreign Minister 
Surakiart to become 
the next United 
Nations chief 
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| Regional Briefing | 


THIS WEEK 





Burma Dispute Overshadows Summit 


Asian and European leaders were divided on 
whether to tighten sanctions on Burma at the 
Asia-Europe meeting in Hanoi on October 9-10. 
Asian leaders, including Japanese Prime Minis- 
ter Junichiro Koizumi, said more restrictions 
would not force Burma’s military rulers to 
improve human rights. European Union leaders 
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SUMMIT MUSIC: Different strains 


concluded that the fire that 
struck the ship was caused by a 
bomb. The Abu Sayyaf has been 
engaged in attacks against 
Christians and foreigners in the 
south since the early 1990s. 





The government confirmed for 
the first time that a bomb that left 
over 100 people dead in February 
was the work of terrorists. 
President Gloria Macapagal- 
Arroyo said the Muslim militants 
were members of the Abu Sayyaf, 
a group based in the Muslim 
south. The two men who planted 
the bomb are already in custody, 
while four others are still at large. 
The police said the attack killed 
63 people and left 53 others 
missing and presumed dead. The 
combined total of 116 made the 
ferry bombing the worst terrorist 
attack ever in the Philippines. 
After initially downplaying Abu 
Sayyaf claims of being behind 
the incident, investigators 


crack down on the 


region's booming illegal 


wild-life trade. 





TERRORISTS: The ferry after the explosion 


countries had been given 
prior warning. 


A bill to let Gen. Pervez 
Musharraf continue as 
both president of Pak- 
istan and head of the 
army has been presented 
to the National Assem- 
bly. Opposition MPs 
denounced the move as 
unconstitutional. 
Musharraf had pledged 
to shed his uniform in 
2003 to win support 
from Islamic parties. 


d —————————————— 


Prosecutors raided 
banking giant UFJ to 
investigate whether the 
group hindered a Finan- 
cial Services Agency 
probe into bad loans. The 
FSA also banned UFJ 
from lending to new 
clients for six months. 





UFJ and Mitsubishi Tokyo 
Financial Group insisted 
the investigation would 
not derail their plans to 
merge next year to create 
the world's biggest bank. 


Power wholesaler 
Electric Power Develop- 
ment, known as J-Power, 
became the country's 
largest listing this year as 
its shares closed 3% 
above the initial public 
offer price. The stock 
earned ¥3.4 billion ($30 
million) and fetched an 
initial quote of Y2,795 per 
share, above the IPO 
price of ¥2,700. 


Police found the bodies 
of nine people who they 
suspect committed 
suicide after meeting via 
suicide sites on the 


Internet. Police found one 
group of seven young 
men and women dead in 
a Car, and just minutes 
later uncovered the 
bodies of two women in a 
separate suicide incident. 
The deaths follow several 
cases of groups commit- 
ting suicide in Japan. 


The Ministry of Trade and 
Industry said the econ- 
omy slumped in the third 
quarter. After posting 
double-digit growth rates 
for four consecutive 
quarters, the economy 
expanded at a rate of 
7.7%, down from 12.5% in 
the three months to June. 
Some economists believe 
the setback was due to 
slowing growth in China, 
while others said the 
economy was settling into 
a more sustainable pace. 





SOUTH KOREA 


LG.Philips LCD, the 
world's largest maker of 
liquid-crystal displays 
posted its first profit 
decline in five quarters 
after an oversupply of 
screens drove prices 
lower. Third-quarter net 
income was $253 million 
for the third quarter to 
September 30, compared 
with $299 million a year 
earlier. Rival AU Optron- 


ics blamed LG.Philips for 
causing prices to fall 
through overproduction. 


THAILAND 


Prime Minister Thaksin 
Shinawatra replaced his 
defence and agriculture 
ministers in a cabinet 
reshuffle sparked by 
growing crises over a 
separatist insurgency in 
the south and bird flu. 
Gen. Chetta Thanajaro 
lost his job after continu- 





EH ERVARE 
SACKED: Thanajaro 
ing violence in the 
Muslim-majority south 
left 375 people dead this 
year. Somsak Thepsuthin 
was removed as agricul- 
ture minister after bird flu 
killed at least 11 people 
in Thailand this year. 


INDIA 


Leaders of the country's 
oldest and most violent 
Maoist group started the 
process for peace talks 


SALES DOWN: A glut of LCD televisions hurts profits 








with the state govern- 
ment of Andhra Pradesh. 
Fighters of the People's 
War Group have been in 
hiding for almost two 
decades, and have 
claimed some 10,000 
lives in Andhra Pradesh. 


INDONESIA 


Indonesian President- 
Elect Susilo Bambang 
Yudhoyono delivered his 
long-awaited victory 
speech on October 9, 


~ promising to tackle 
= corruption and regional 


conflicts. Yudhoyono said 
he would announce his 
cabinet line-up on Octo- 
ber 20, the day of his 
official induction. 


An Islamic judicial 
system was introduced in 
the restive province of 
Aceh as part of increased 
autonomy granted to the 
staunchly Muslim 
province. Under the new 
system, 19 religious 
courts and one appeal 
court based in the capital 
Banda Aceh will hear 
cases in addition to the 
existing network of 
secular courts. 


The Finance Ministry 
named the consortium 
Standard-Chartered- 
Astra International as 
the preferred bidder for 
the government's 51% 
stake in Bank Permata, 
the country's seventh- 
largest bank. The min- 
istry announced on 
October 8 that it had 
picked the Stanchart 
consortium's $305 
million bid for Permata. 
It was the most expen- 
sive deal in book-value 
terms in the Indonesian 
government's divest- 
ment programme. 
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ABDICATION: Sihanouk secures succession 


CAMBODIAN KING QUITS 
Cambodia’s King Norodom Sihanouk has often 
been accused of using the threat of abdication 
for political purposes since being restored to the 
throne in 1993. But this time he’s being taken 
seriously and the wheels have been put in 
motion to appoint a new monarch without delay. 

Sihanouk's eldest son, the royalist leader 
Prince Norodom Ranariddh, stunned the national 
assembly on October 7 when he read out a let- 
ter from his father in Beijing saying the king was 
stepping down for health reasons and urging that 
a successor be chosen quickly. 

That was easier said than done in the 
absence of legislation governing how a special 
nine-member Throne Council should pick a new 
male monarch from any one of three royal lines. 
The task might have been impossible but for 
agreement between rivals Ranariddh and Prime 
Minister Hun Sen on the best candidate. 

Sihanouk supports their choice—his youngest 
son, Prince Norodom Sihamoni. The apolitical 
bachelor has always said he had no interest in 
becoming king, but he appears to have bowed to 
the pressure to succeed. Legislation has been 
pushed through parliament, the Senate and the 
Constitutional Council to establish the mecha- 
nism for picking the new king and Sihamoni was 
expected to be named king on October 14. 

Some analysts believe Sihanouk's abdica- 
tion was motivated by his desire to secure the 
future of the monarchy before he dies. But few 
believe that his influential voice will fade away 
after more than 60 years at the heart of Cam- 
bodian political life. 

Bronwyn Sloan 





n't be available for many days, but it appears that Hamid Karzai has easily 





c won ther. race to become Afghanistan’ s first elected president. Now he must work to heal a fractious 
nation without conceding too much to power-hungry warlords 


-AS DAWN BROKE on October 9, thou- 
sands of Afghans began to gather at 
|. polling stations around the country to cast 
^. their votes for a new president and the 
- v first legally sanctioned government in the 
|. country since 1973. For most Afghans it 
- — was the first time they had ever seen a bal- 
_ lot box. “Afghans have been waiting for 
5. this moment of empowerment for years,” 
-President Hamid Karzai told reporters, as 
- . the polls closed after a two-hour extension 
c (e allow everyone to vote. 
(5 Although the polling was marred by 
T significant irregularities and subsequent 
by some of the 15 opposition pres- 
ididates, the massive turnout— 
by the United Nations at 70%- 
laced Afghanistan at the forefront 
itative new democracies, not to 
arning a position as one of the 
im countries in the region where 
ave been freely elected. “Despite 
blems, the elections will have a pro- 
und impact on the region,” says a West- 

ambassador. (See related article on page 
cially significant, the Taliban and 
da failed to carry out pledges to dis- 
polls, signalling that one of Islamic 
sms former breeding grounds may 
ing toward peace. 

cting and counting the votes will 
etween two and three weeks, but 
bservers of the election have little 
- doubt that Karzai will secure the 51% vote 





































needed to avoid a run-off election and 
become president for the next five years. 
An election victory is only the begin- 
ning of Karzai's challenges. One key task 
will be to establish a legitimate, repre- 
sentative government that wins broad 
support from a fractious Afghanistan 
without relying too heavily on powerful 
warlords. It's a tall order, but the relative 
success of the election gives hope that 
Karzai is up to it. Speaking to the Review 
before the vote, Karzai said that if elected 
his new "government will be efficient, 
clean and patriotic like hell and will reflect 
the whole country and the whole Afghan 
nation." He said he would not form a 


KARZAI'S MANY 
CHALLENGES 
e Afghanistan’s people 


showed great enthusiasm 
in their historic vote 


e Assuming he wins, 
Karzai must reach out 
to defeated opponents 


e He must also find a way 
to calm neighbours and 
satisfy allies like the U.S. 





Kabul. United States Am 


By Ahmed Rashid/KaBuL 


coalition with warlords or allow them to 
set conditions on his reforms. 

The enthusiasm of Afghans for the 
election was visible both before and dur- 
ing the vote. Before the election, 10.5 mil- 
lion Afghans registered to vote; another 1.5 
million registered in refugee camps in 
Pakistan and Iran. And on election day, the 
excitement at several of the polling stations 
visited by the Review in Kabul and the 
Shomali valley north of the city was obvi- 
ous despite heavy security and fears of Tal- 
iban attacks. Contrary to expectations, 


women turned out in large numbers, even 


in areas where resident Pashtun tribes are 
deeply conservative. Many women across 
the country were expected to vote for 
Karzai. "Karzai is the only person to fly the 
white bird of peace, the other candidates 
are just warlords," said Mehbooba, a young 
teacher, as she voted in Kabul. 

The fact that the elections were mostly 


Í : violence-free was partially due to the mas- 
| sive deployment of some 80,000 troops 
| and police from Afghan security and mili- 


tia forces, the 19,000-strong United 
States-led coalition forces and the 9,000- 
strong Nato-led peacekeeping force in 





nbassador Zalmay 


Khalilzad praised the performance ofthe 


Afghan security forces, who had arrested 
over 100 extremists trying to smuggle 
in rockets and explosives. 

The election was not free of contro- 


ENTHUSIASTIC VOTERS: A strong turnout by Afghan women was seen as one of the great accomplishments of the election 


versy. Serious discrepancies led to an ini- 
tial boycott by 14 of 15 opposition candi- 
dates. Intimidation by warlords and mul- 
tiple voting by Afghans who had acquired 
more than one voter-registration card 
were noted by national and international 
monitoring groups, who nevertheless 
declared the result to be valid. At some 
polling stations, local officials did not use 
indelible ink intended to mark voters’ fin- 
gers to prevent them voting more than 
once. Some officials apparently mixed up 
two kinds of ink and used the wrong one 
to mark voters’ thumbs. 

Opposition candidates jumped on the 
issue to call for a halt to the elections. 
"Today's election is not a legitimate elec- 
tion, we are not part of today’s election,” 
presidential candidate and opposition 
spokesman Abdul Sitar Serat told hun- 
dreds of reporters halfway through polling 
day. Within hours, Western ambassadors 
met the candidates to try to effect a com- 
promise, while Karzai called upon all 
Afghans to accept the results. “Millions 


of people have voted and we all have to 
accept the results—that's how it is a 
the world," Karzai told the REVIEW. 

One of three particularly influential 
opposition contenders, Mohammed 
Mohaqeq, the Hazara warlord from cen- 
tral Afghanistan, quickly accepted a 
United Nations-offered compromise on 
the vote: Set up an independent inves- 
tigative commission to investigate irreg- 
ularities. Younus Qanooni, a former edu- 
cation minister for Karzai, a Tajik leader 
of the former Northern Alliance and 
probably the strongest of Karzai's oppo- 
nents, accepted the compromise two days 
after the vote. Other candidates were 
expected to follow suit. 
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CLAIMS PUT TO THE TEST 

Karzai, a Pashtun, cannot afford to alien- 
ate opponents who represent major non- 
Pashtun ethnic groups. "Every warlord, 
ethnic group, tribe wants to test their 
actual support in these elections. Tall 
claims have been made by everyone for 


past 25 years; now wi 


truth.” savs retired Gen. Att 
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AFGHANISTAN HOPES FOR NEIGHBOURLY GOODWILL 


For the past 25 years, landlocked Afghanistan has suffered from 
constant interference from its neighbours—Pakistan, Iran and the 
Central Asian Republics—and from regional powers like Russia 
and India, The neighbours are still interfering, but there are signs 
that rather than undermining Afghanistan's stability, they may 
now actually be trying to strengthen it. 

Speaking to the Review before the election, President Hamid 
Karzai said, "The elections should be reassurance to all our 
neighbours . . . that a stable Afghanistan, a peaceful Afghanistan, 
is good for all. Nobody should feel [like] a loser." All the regional 
countries have publicly backed the Karzai government and sup- 
ported the electoral process, but serious undercurrents remain as 
they all have their favourite proxies in Afghanistan. 

Pakistan has often been accused of harbouring Taliban 
extremists planning to disrupt elections. But at the highest level, 
the United States has avoided criticism of Pakistan's President 
Pervez Musharraf on the ground that he is helping to catch Al 
Qaeda elements inside Pakistan. That changed last month when 
President George W. Bush, 
Musharraf and Karzai met in 
New York on the sidelines of 
a United Nations General 
Assembly session. 

Western and Afghan 
diplomats intimately 
involved with the meeting 
said Bush pushed Musharraf 
hard on reining in the Taliban 
so that elections could take 
place peacefully. Bush is 
reported to have asked a 
flustered Musharraf: "Where 
are Mullah Omar, Mullah 
Usmani and Gulbuddin 
Hekmatyar?” All three are 
extremist Taliban members 
or key Taliban allies and 
known to be living in Pakistan. “It was the first time that Bush 
totally focused on the Taliban threat rather than Al Qaeda with the 
Pakistanis,” says a Western ambassador. Karzai was clearly 
pleased. “President Musharraf promised to help us and cooperate 
with us on curbing terrorist activity by the Taliban,” says Karzai. 

The next day an angry Musharraf said that Pakistan would 
categorically not send Pakistani troops to Iraq, a clear snub aimed 
at the Americans. Until then he had said Pakistan’s options were 
open. However, Pakistani officials insist that the decision was 
unconnected to the tripartite meeting. 

U.S. and Nato military officers in Kabul say it is too early to say 
whether Bush's tough message succeeded in persuading Mushar- 
raf and the powerful Interservices Intelligence (ISI) to try to rein in 
the Taliban. However, there are signs of a crackdown on the 
Pakistan side. “Pakistan now has a large force deployed in the 
province of Baluchistan, which was not there before,” says Lt.-Gen. 
David Barno. He says Taliban elements still cross the border, but 
“there is much better tactical cooperation between our forces.” 
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delegation in monthly meetings with the Afghan military on issues 
related to their common border. 

Karzai also has to deal with the stepped-up rivalry between 
India and Pakistan in Afghanistan. Islamabad accuses New Delhi 
of using two of its consulates in Afghanistan, Kandahar and 
Jalalabad, to train Baluchi insurgents who are active in Pakistan's 
Baluchistan province. Pakistani officials claim there are 42 Indian 
intelligence agents based in Kandahar and another 12 in Jalalabad. 
“They have no business being there,” says a Pakistani official. 
Both India and Afghanistan deny the claim. Amrullah Saleh, the 
head of Afghanistan’s National Security Directorate, said “we will 
take it very seriously” if Pakistan can show evidence of its claims. 

With the U.S. military now on two sides of Iran in Iraq and 
Afghanistan, moderates among lran's leadership are keen to 
help stabilize Karzai so that the U.S. reduces its presence in 
Afghanistan. However, powerful hardliners in Teheran may be 
trying to undermine that strategy. Iranian officials played a 
major role in persuading failed presidential candidate Younus 

Qanooni to accept the 
* results of the election. 
However, Iran is deeply 
concerned about the U.S. 
occupation of Shindand, a 
massive Soviet-era air base 
just 30 kilometres from 
lran’s border. The 
enhanced American pres- 
ence in western 
Afghanistan was only 
made possible after the 
ousting last month of 
Ismail Khan, the warlord 
E. "=T =- and governor of Herat 
eee T | province. Khan was a close 
ally of Iranian hardliners, 
though lranian officials say 
they didn't object to 
Khan's ousting because they want to strengthen Karzai's 
campaign against warlords. 

At a time of heightened tensions between Teheran and 
Washington over Iran's nuclear-weapons programme and calls by 
neo-conservatives in Washington that a second Bush term 
should deal with Iran aggressively, the Iranians fear that Shin- 
dand could be used as a listening post, spying facility and even a 
launching pad for future U.S. action against Iran. Afghan officials 
say the Americans have moved more than 100 special-forces 
personnel and helicopters to Shindand. However, Barno insists 
that the U.S. presence poses no threat to Iran. 

This places Karzai in a difficult and sensitive position 
because he has to maintain excellent relations with both Wash- 
ington and Teheran. "Afghanistan has had the benefit of coopera- 
tion from both the U.S. and Iran,” says Karzai. "So far, what they 
have done together has been good for us, and that's how we 
would like to keep it." Nobody can claim that elections have 
brought an end to the neighbours' interference in Afghanistan. 
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AUSTRALIA 


Carry On, 
John 


The conservatives’ election victory should benefit 
Asia. Prime Minister Howard will likely focus 
on China, but also court the rest of the region 


By Rowan Callick/ MELBOURNE 


AUSTRALIA'S PRIME MINISTER John Howard is expected to 
turn his attention toward a more receptive Asia following 
his conservative coalition’s resounding electoral win on Octo- 
ber 9. A likely 20-seat majority in the 151-seat House of Rep- 
resentatives and half the 76-seat Senate will also give him the 
power to launch a renewed period of pro-business reform at 
home over the next three years. 

Change under consideration includes further deregulat- 
ing industrial relations, including making it easier for small 
businesses to sack staff; reducing both corporate duty and the 
higher individual tax rates that affect about 20% of Aus- 
tralians; selling the government's 51% stake in telecommu- 
nications giant Telstra; and repealing media legislation to allow 
increased foreign ownership. 

Howard's landmark win, his fourth in a row, also heads 


The Region 


FOURTH TERM: Howard (/eft) can push on with pro-business 
reform; Latham rues the missed opportunity 


off opposition Labor Party moves that might have discomfited 
wealthy Asians who are increasingly sending their children 
to Australia for education. The moves included shifting fund- 
ing support from private to state schools and reducing the 
scope for universities to raise their own revenues. 

Asia is expected to appear more prominently on Aus- 
tralia's radar screen than it did during Howard's third term, 
when the international focus was on the United States and 
its post-September 11, 2001, war on terrorism. In his vic- 
tory speech, he referred to “being a partner with our friends 
in our own region." 

After eight years of travelling the region and building 
friendships with Asian leaders, Howard's originally frosty 
reception in the region is melting. This is illustrated by the 
growing list of free-trade agreements Australia is negotiat- 
ing in the region. Deals have already been signed with Sin- 
gapore and Thailand as well as New Zealand, and are being 
planned with China, Malaysia and the Association of South- 
east Asian Nations. 

Howard is expected to 
focus more energy on 
strengthening and widening 
ties and cooperation with 
China in particular. Indeed, 
his coalitior's campaign for- 
eign-policy statement vowed 
to "work to expand trade 
and investment ties with 
China, encourage the fur- 
ther development of defence 
exchanges and second-track 
diplomacy, promote a peace- 
ful resolution of the Tai- 
wan issue, and pursue fur- 
ther opportunities in the energy sector." 

But the rest of the region is also important. Next month, 
Howard will be in Laos for the Asean summit, which is likely 
to launch free-trade agreement talks with Australia and New 
Zealand, and to institute joint annual summits with the lead- 
ers of the two countries. 

Asians are also becoming a more important economic fac- 
tor within Australia. Hong Kong tycoon Li Ka-shing has prob- 
ably become the biggest single foreign investor in Australia, 
with major interests in power utilities, telecommunications 
and railways. He is looking for further opportunities. So is 
Singapore, which has also recently become a substantial player 
in Australia, including through its control of Telstra's main 
competitor, Optus. 

Stronger ties with Asia promise to fuel Australia's econ- 
omy, whose strong performance under Howard was the cor- 
nerstone of the conservative victory. Howard scored his 396 pri- 
mary-vote swing, scoring 46.2% against Labor's 38.2%, essen- 
tially from his opening campaign speech, in which he asked: 
"Who can you trust to maintain a strong economy?" and "Who 


can you trust to keep interest rates low?"—a vital issue for Aus- 
tralians whose savings are overwhelmingly invested in homes 
whose value has shot up in recent years. 

The voters were not willing to trust the youthful Labor 
leader, Mark Latham, who focused his campaign on health 
and education issues, as well as on providing a “ladder of 

opportunity" for Australians to better themselves. Latham’s 
message failed to win enough support in the outer subur- 
ban areas that comprise the heartland of the “aspirational 
class” that he had targeted. 







WORKING-CLASS SUPPORT 

"Howard, on the other hand, managed to turn the social pat- 
: of Australian politics upside down. The most resonant 
op ture of the campaign featured timber workers in Tasma- 
- nia cheering him and jostling to shake his hand, only two days 
' from the poll. They were angered by Latham’s environmen- 

ally friendly forestry policy, which threatened their jobs. 

loward won the trust of much of the country’s eS ue 
` population even as he has been vilified by a section of the 
wealthy middle class for his tough stance on asylum seek- 
ers and his support for the U.S. Howard is certain to persist 
"with these policies, and last week declined to give a dead- 
line for bringing Australia's troops home from Iraq. He said 
` they would remain there as long as needed. 
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Howard is expected to reshuffle his cabinet in the next few ` 
days, and he has the opportunity now to introduce some fresh 
talent, including articulate investment banker Malcolm Turn- 
bull and former party administrator Andrew Robb. 

Meanwhile, the election saw the virtual annihilation of 
Democrats, while the Greens’ support rose to 6.9%. TE 
Greens lost their sole member in the House of Representa- 
tives but doubled their Senate representation to four, possi- 
bly capturing a fifth seat. 

Right-wing former MP Pauline Hanson, who in 1996 
told parliament the country was “in danger of g 
swamped by Asians," lost again in an attempt at a Senate 
seat. She now appears on a TV programme, Dancing with 
the Stars, and when asked what she will do, replied: “Ol 
I’ve got my dancing .. . Watch next Tuesday night, I’m doing 
the quickstep." 

The extent of the win also gives Howard, 65, the luxury of 
choosing the time of his retirement, widely expected d before 
the next general election, due before the end of 2007. 
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In its election campaign, Labor had sought to focus on the 


perceived unpopularity of Treasurer Peter Costello, who is 
expected to take over from Howard some time after he over- 
takes Bob Hawke in December to become Australia’s seconde 
longest-serving prime minister. Robert Menzies, who served 
in 1939-41 and 1949-66, holds the record. @ 
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Honors Awarded 

e. "Best Human Residence City" award from United 
Nations in 2002 

e "International Garden City" in 2002 

e "China's Best City with overall Investment 
Environment" by the World Bank in 2003 

e. "National-class SEZ with Best Investment 
Environment" by Japan External Trade Organization 
(JETRO) in 2004 


HEDA's Exclusive Advantages 


e World class Manufacturing Base 
* University Town with advanced academic commununity | 


* A Garden City, many leisure and lifestyle options 
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Hangzhou, 310018, PRC 
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THAILAND 


Biking to War 


Motorcycle-mounted rebels in southern provinces 


find a blind spot in the army's defences 


By Shawn W. Crispin/PATTANI PROVINCE 


AN INSURGENCY IS gaining ground in predominantly 
Muslim southern Thailand as military planners struggle to 
counter a potent new mode of guerrilla warfare: the use of 
motorcycles as attack vehicles. 

Thai Muslim rebels on bikes have gunned down an esti- 
mated 240 government officials and security personnel in hit- 
and-run assaults this year. Altogether, more than 375 people— 
including civilians and militants—have been killed in 
sectarian violence. 

The violence has sparked 
an exodus of Bangkok-ap- 
pointed—and mainly Bud- 
dhist—bureaucrats, judges, 
teachers and monks from the 
south, a sign that the rebels' 
use of unconventional tactics 
is undermining Bangkok's 
grip on the restive region. 

And reflecting govern- 
ment frustration at its inabil- 
ity to combat this new surge 
of violence, Prime Minister 
Thaksin Shinawatra on Octo- 
ber 6 sacked his defence 
minister. 

No known rebel group =" 


CAUGHT OFF GUARD 
Security experts attribute the insurgents' military successes 
to tactics that have caught Thailand's conventional security 
forces off guard. And military planners have been slow to 
devise countermeasures to blunt the rebels' mobile threat. 
Trained and equipped to fight guerrillas on foot, Thai secu- 
rity forces have struggled to cope with the bike attacks. Last 
month, Thailand doubled its troop strength in the region to 
about 10,000 after a prominent judge was gunned down on 
his way to work in Pattani province. 
The growing conflict has become a key test of Thaksin's 


has taken responsibility for FIGHTING BACK: The army unveils its specially modified combat bike 
the violence. But Thai secu- 

rity officials believe the conflict is being orchestrated by Bersatu, 
an alleged umbrella group of Muslim rebel factions. They also 
estimate that there are 6,000-8,000 insurgents active in the 
south, based on recent interviews with defectors. 





leadership, as the violence undermines national stability, hits 
business confidence and fans fears that it might spill over into 
popular tourist areas, such as the island resort of Phuket. 
Some security officials worry that as the conflict grinds on, 
regional terrorism networks such as Jemaah Islamiah could 
try to make inroads into the volatile region and switch the 
focus from government to Western targets. 

Security experts say the rebels' choice of tactics and tar- 
gets indicate that the conflict is still local in its objectives. "It's 
a new type of nonconventional threat: part jungle, part urban, 
highly mobile and highly effective," says Panitan Wat- 
tanayagorn, a security expert who advises the Thai army. “It’s 
hit a blind spot in the military's defences." 

In July, the government announced that it would ban pas- 
sengers on motorcycles in the country's three Muslim major- 
ity southern provinces. That plan was abandoned when local 
farmers complained that the restrictions would hit their liveli- 
hood because they need the bikes for work. 

In September, the Thai army unveiled a so-called 
combat motorcycle designed to chase down bike-riding rebels. 
The vehicle comes equipped with an M-16 rifle protruding 

through the windscreen, and 
an armoured sidecar. But so 
far it hasn't been credited 

á with stopping any rebels. 

In early October, then- 
Defence Minister Gen. Chetta 
Tanajaro advised soldiers 
riding as passengers on con- 
ventional motorcycles to sit 
backwards to guard against 
ambush. 

But soldiers complained 
that the pillion position 
caused them to lose their bal- 
ance. "We're still searching 
for the silver bullet,” says a 
senior security official sta- 
tioned in Pattani province. 

The evolution of rebel- 
lion in southern Thailand is 
in part a reflection of the country's rapid economic and infra- 
structure development. Throughout the 1960s, 1970s and 
1980s, the government fought against rag-tag Muslim 
militants who operated on foot in rugged, jungle-covered 
terrain in the south. 

Now, a new generation of Thai rebels has enough dis- 
posable income to buy consumer goods such as motorbikes 
and mobile phones, dual-use tools they are using to wage a 
new-style insurgency. The mobile technology has allowed 
rebels to blend in with the local population and eschew eas- 
ily targeted jungle hideouts. 

"It's an exercise of weapons of the weak,” says Joseph Liow, 
a security expert at Singapore's Institute of Defence and Strate- 
gic Studies, "It's a modern form of resistance that embraces 
technology and gives Thai rebels the flexibility to challenge the 
firepower of conventional forces with only small arms." = 
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If U.S. intelligence was wrong on Iraq, how good can it be on North Korea? Not very, 
judging by the degree of uncertainty about Pyongyang’s arsenal 


RECENT FINDINGS THAT the United States intelligence com- 
munity was wrong on Iraq's weapons of mass destruction have 
prompted soul-searching about other places where American 
intelligence may have been exaggerated. There’s probably 
no country where this matters more than in North Korea, a 
presumed nuclear power where over the past five decades 
intelligence-gathering has witnessed mistakes ranging from 
the inability to detect major nuclear programmes before they 
developed to alarm about undertakings that, on investigation, 
turned out to be benign. 

Last month, U.S. intelligence leaked to journalists warn- 
ings that North Korea might conduct its first nuclear-weapons 
test before the presidential elections on November 2. Amer- 
ican, South Korean and Japanese officials have reported signs 
that Pyongyang may be preparing to test a ballistic missile 
in the coming weeks. But current and former U.S. officials 
and intelligence analysts say that any reading of what secre- 
^ tive North Korea is up to is complicated by an almost com- 
plete lack of understanding of the inner workings of the 
regime, how many nuclear weapons it has and whether it has 
developed long-range-missile capabilities. 

Donald Gregg, a former U.S. intelligence chief in South 


By Murray Hiebert/WASHINCTON 


Korea and later ambassador to Seoul, calls North Korea “the. 


longest-running failure in the history of American espionage” : 
The most daunting intelligence challenge facing theo 
U.S. and North Korea's neighbours is trying to figu: re out 


Pyongyang’s nuclear-weapons capabilities and intentions. U.S. 


officials readily admit that they don’t know with ceram 7 what a 


types of weapons and how many North Korea has in its arse 
nal. A decade ago, based on estimates that Pyongyang had- 
n't turned some 9-10 kilograms of plutonium over to the 
International Atomic Energy Agency (IAEA) as part ofa 1994 
agreement to freeze its nuclear programme, he U.S. intelli- 
gence community concluded that Pyongyang had reprocessed 
enough plutonium to produce one or possibly two nuclear - 
weapons. But it never declared that North Korea had in fact 
manufactured any bombs. 

In recent years, however, without any declaration of new 
findings, the language has indicated a greater threat. Jonathan 
Pollack, who heads the strategic-research department! at the 
Naval War College, points out that in December 2001, for the 
first time, a declassified National Intelligence Estimate-—a 
consensus document representing all U.S. agencies—con- 
cluded that the intelligence community "judged in the &* 
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... South Korea-based tactical drones, aircraft 
and ground-station listening posts. the 





- . variety of strategic and tactical reconnais- 
- sance aircraft to “viciously” conduct 

=- “aerial espionage acts" against military 
and civilian installations. About 180 aerial 
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mid-1990s that North Korea had produced one, possibly two, 
nuclear weapons." In a report to Congress in November 2002, 
the intelligence community revised this to say that it had 
reached this conclusion in "the early 1990s." 

Because the intelligence agencies never explained their 
new claim, Pollack wonders whether the new language 
resulted from carelessness or whether their earlier conclu- 
sions had been withheld from officials. Says Jonathan Wolf- 
sthal, a former Department of Energy official who helped store 
plutonium rods at North Korea's Yongbyon reactor in the mid- 
1990s: "We've taken what [North Korea] might be able to 
do, and because it's been repeated so many times by so many 
people it’s become common wisdom." 

In April, intelligence officials told The Washington Post that 
they were preparing to raise the estimated number of nuclear 
weapons North Korea was believed to have produced to eight 
from two. Officials admit this increase is largely guesswork 
and is based on the assumption that North Korea has re- 


A MASSIVE SPYING ENTERPRISE 


5 On September 30, North Korean radio 
. . reported "United States imperialist 


warmongers" had once again sent a wide 


‘spy missions against North Korea had 


does not match it—not for density." 
From advanced Key Hole satellites 


and satellite listening stations in Japan, Studies Centre. 


Rivet Joint, EP-3 and U-2, to an array of 


types of reconnaissance aircraft are on 
station 24 hours a day. 

This ability to intercept signals and 
observe above-ground activity 
undoubtedly played an important role in 
the recent warnings from the U.S. that 
North Korea might be about to test-fire a 
Taepodong or Nodong missile. 





a researcher at the Australian National 
University's Strategic and Defence 


But for all the might of the U.S. 
electronic-intelligence capability, there 
are glaring holes when it comes to spying 
on North Korea. Joseph Bermudez, 

a veteran intelligence analvst and atthor 


processed the 8,000 spent fuel rods that had been held in a 
storage pond from 1994 until Pyongyang expelled IAEA 
inspectors in December 2002. But U.S. intelligence agencies 
are divided over whether all 8,000 rods have been reprocessed, 
as Pyongyang claims, though agencies agree that at least some 
have been reprocessed. 

In addition to uncertainty about fuel rods, U.S. intelligence 
officials also don't know how much plutonium North Korea 
needs to produce a bomb—the amount varies depending 
on the type of bomb and the technology used to make it. 

Those questions are key to determining “how threaten- 
ing is their arsenal," says David Albright, a former IAEA 
inspector in Iraq who heads the Institute for Science and 
International Security in Washington. *If they have two, 
there's not much they can do," he says, because Pyongyang 
would want to keep them as a deterrent against a U.S. attack. 
"If they have eight or nine, then they have a sufficient arse- 
nal to attack a country like Japan or South Korea and >> 


U.S. very little about Pyongyang's 
intentions or what might be happening 
indoors and below-ground with its nuclear- 
weapons programme. 

Among the systems for monitoring 
potential nuclear-weapons activity are the 
WC-135W Constant Phoenix aircraft, 
which are fitted with sensors to detect 
gases from the reprocessing of plutonium 
fuel rods and the aftermath of nuclear 


been detected in September alone, "In every case where North Korea has tests. But Bermudez says the aircraft and 
according to the report, quoting _ Satellites have a basic weakness. 
Korean People's Army sources. í “They work extremely well for 
North Korea may bluster that = > bean-counting—the number of guns, 
the activity poses the possibility of a $ the number of ships, that sort of 
“surprise pre-emptive strike,” but it thing,” he says. “Where they appear 
can do little to stop one of the most to have more difficulty is when we 
comprehensive electronic- and start looking into weapons of mass 
signals-intelligence operations in the destruction [WMD].” 
_ world. There is not much informa- Unlike Iraq, North Korea has 
_ tion passing over radio waves or made the job easier for the U.S. in 
. above-ground military manoeuvres one respect-it admits to the 
that don't come to the notice of U.S. existence of a "nuclear deterrent" 
or South Korean forces. programme. But as with Iraq, the 
. .. "There is nothing like that U.S. relies on the deductive skills of 
. around the world," says security NUKE SNIFFER: The WC-135W Constant Phoenix analysts for assessments on the 
. analyst Des Ball, a specialist in progress of Pyongyang's scientists, 
. Signals intelligence. "Even what was moved something to the launch pad, creating the risk of misjudgment. 
assembled hunting [Osama] bin Laden it has been detected," says Ball, who is According to Bermudez, one of the 


biggest holes in intelligence gathering is 
the absence of intelligence operatives 
inside North Korea. "My impression is that 
human intelligence has been significantly 
unsuccessful against North Korea," he 
says. "We have seen a dramatic increase 
in the number of defectors from Korea, 
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have some on reserve .. . That's much more threatening." 

U.S. intelligence also is uncertain about the capabilities 
of North Korea's missile programme. Although U.S. agencies 
believe that Pyongyang developed Taepodong 2 long-range 
missiles a few years ago, an official says *no one knows" if it 
has managed to "weaponize or miniaturize" its plutonium 
supplies to fix them onto a missile. 

Questions also surround North Korea's highly enriched 
uranium programme, about which Washington confronted 
Pyongyang in October 2002, setting off the current stand- 
off. U.S. officials say they first detected the programme when 
North Korea approached alleged rogue scientist A.Q. Khan's 
network in Pakistan and companies in Japan and Germany 
in the late 1990s in search of supplies. Beyond that, officials 
admit, they have little knowledge about the programme, 
whether it's running and where. A U.S. official who works 
on North Korea says some intelligence agencies are convinced 
that a rudimentary programme will be running by early 2005, 
producing enough enriched uranium for one additional 
weapon each year, but others believe that it won't be operational 
until 2007 and could add six new weapons per year. 

U.S. intelligence agencies also have only a rudimentary 





understanding of the Kim Jong Il regime, how it makes 
decisions and how far it plans to go with economic reforms. 
"The real issue all along is what is the North Korean moti- 
vation, why are they doing this [developing nuclear weapons] 
and what do they want | from the U.S.]," says Peter Hays, who 
heads the Nautilus Institute, a private think-tank, and who 
worked in North Korea in the 1990s. “That’s where Ameri- 
can intelligence has a yawning gap." 


AN EXPERT CALLS NORTH KOREA 
"THE LONGEST-RUNNING FAILURE IN THE 
HISTORY OF AMERICAN ESPIONAGE" 


Agencies have made a number of mistakes on North 
Korea over the years. In the early 1990s, after the Soviet 
Union split apart and suspended its aid to Pyongyang, many 
intelligence analysts predicted that the regime would col- 
lapse. Then, in 1998, American intelligence concluded that 
Pyongyang had developed a second underground plutonium- 
reprocessing site in a tunnel at Kumchang-ni, but when 
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North Korea finally allowed U.S. inspectors in, it was empty. 

Given North Korea’s penchant for secrecy, intelligence 
assessments on Pyongyang involve more detective work 
and consensus-building among analysts than many countries. 
Current and former U.S. officials cite many reasons why U.S. 
intelligence is so inadequate. For starters, satellites have 
limited ability to monitor nuclear and missile activities 
because so much of the work is done underground, leaving 
analysts at “the mercy of conjecture,” says James Laney, a for- 
mer ambassador to Seoul who earlier did intelligence work 
on North Korea. North Korea installed fibre-optic commu- 
nications in the early 1990s, cutting off access to signals 
between military units that could be intercepted earlier. 

Gregg, who has visited North Korea several times in recent 
years, says that gathering human intelligence is particularly 
daunting because it is almost impossible to recruit North Kore- 
ans. “They were deeply indoctrinated,” Gregg says. James 
Hoare, a former chief British diplomat to Pyongyang who has 
long worked on Korean affairs, adds that he has “never seen 
much convincing information” from defectors. “They tend to 
confirm whatever the story is at the moment.” 

As North Korea opened up to weapons inspectors, foreign 
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aid workers and Western diplomats in the 19905, the amount 
of information about the country has exploded, but many U.S. 
officials fret that the quality of analysis has actually deterio- 
rated, at least in part because some veteran analysts have 
left or retired in recent years. “Most [analysts] don't under- 
stand the place," says Joel Wit, a former State Department offi- 
cial who led the team to Kumchang-ni in 1998. 

Laney, the former ambassador, worries that the lack of 
understanding is dangerous. “I’ve frankly been dismayed 
through the years that we can walk up to the edge of a serious 
confrontation without knowing what will trigger it,” he says. 
Others are concerned that the judgments of intelligence ana- 
lysts will be flawed if they are influenced by larger political con- 
siderations, as happened in Iraq. “The problem is that [intelli- 
gence] work gets politically loaded or that the judgments . . . 
offered may reflect judgments about where policy winds are 
blowing," says Pollack of the Naval War College. 

Has the intelligence community learned lessons for North 
Korea from mistakes in Iraq? "The analysts have, but I'm not 
sure our political leaders have," says former IAEA inspector 
Albright. *They're vulnerable to taking information . . . and 
jumping to conclusions that aren't supported by the facts." = 




















The writer is a senior fellow at the Institute for 
international Economics in Washington 


je sequel to a bad movie, the United States Treasury 
tand its International Monetary Fund sidekick are 
Asia playing tough cop, demanding that China liber- 
es on international capital flows and grant for- 
ial-service firms enhanced access to the Chinese 
he U.S. once again has a tax-cutting Republican pres- 
xrd-setting budget and trade deficits, and a Congress 
nding that the president "do something"—about China, 
ne. But there are reasons to believe the sequel will end 
lifferently from the 1980s original. 
: The first time around, Ronald Reagan's massive tax cuts cre- 
| . ated what at the time were the largest government budget 
... deficits i in U.S. history and contributed to record trade deficits 
.. and trade tensions, most acutely with Japan. Under political 
_ pressure to do something about Japan, Reagan's response 
- was to initiate negotiations in 1983 over Japans rules on inter- 
national financial flows and the access of U.S. financial-service 
g the Japanese market. The deal accelerated Japan- 
al outflow, weakening the yen and worsening trade rela- 
. third reel, farce had morphed into horror flick with 
‘secretary crowing that Reagan had imposed more 
e protection than any president since Herbert Hoover. 





























purred on by Congress, the U.S. Treasury then took the 
oad, playing Taiwan and South Korea, demand- 
count liberalization, and thereby contributing 
ncial mishaps in those economies. 

un-up to the presidential elections, the U.S. Trea- 
yack, asking China for the same three things—a mar- 
letermined exchange rate, conflating the method of setting 
exchange rate with the actual value of the currency; capi- 
ount liberalization, especially on the outflow side; and 
eased access for foreign financial service providers. Yet the 
c Puis is quite different—unlike Bre Taiwan or 


By Marcus Noland | 


an’ Jone who lived through the 1997 Asian 
il crisis knows, there are very real risks to 


ture liberalization of the capital accountyy 


and many are sceptical that recent administrative 


_, measures will be sufficient to produce the desired - 


soft landing. Under such circumstances, a revalua- — 
tion of the currency could be an advisable compo- : 
nent of a domestic adjustment package, dampening 
inflation and discouraging hot-money inflows. | 

Yet, the Chinese witnessed the Asian Crisis . 
and have seen the havoc wreaked by premature © 
liberalization of the capital account. The health of - 
the Chinese banking system is questionable, and 
it is almost surely the case that depositors would 
reallocate away from Chinese institutions and ren- 
minbi-denominated instruments if they were per- 
mitted to do so. This would have the twin effects 
of putting downward pressure on the renminbi 
while at the same time undermining the stabil- 
ity of the Chinese banking system. 

Many within the Chinese government recognize 
that the renminbi is undervalued, and the mainte- 
nance of the dollar peg at its current level encour- 
ages speculative capital inflows that are having a 
deleterious impact on macroeconomic performance 
and the stability of the banking system. So while 
expressing agreement with the thrust of foreign 
demands during recent meetings in Washington, 
Chinese officials steadfastly refused to commit to 
any specific liberalization timetable. 

Under these circumstances, a one-time step- 
revaluation of the renminbi of perhaps 1596-2596 
under the existing institutional framework would 
achieve the desired revaluation of the currency while 
buying time for continued internal reform and grad- 
ual liberalization of the capital account. The worst 
policy would be a small, say 2%, revaluation which 
would simply signal to speculators the existence of 
a one-way bet—the revaluation has to be big enough 
to convince market participants that it is unlikely 
to be repeated in the foreseeable future. 

China emerged as the hero of the Asian Crisis 
by not devaluing the renminbi in the midst of the 
turmoil. China can now reinforce that leadership by 
doing the opposite: revaluing the renminbi both for 
its own good and to ease the adjustments of its 
neighbours in Asia. In the long run greater finan- 
cial integration of China with the rest of the world, 
and greater market-orientation in the determination 
of Chinese exchange rates, are desirable. Yet, as any- 
one in Asia who lived through the financial crisis of ` 
less than a decade ago knows, there are very real risks 
to premature liberalization of the capital account. 
This time around, the politics is different, and so 
may be the final reel of the movie. & 
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Chirac Offers Solidarity, 


European Firms Get Deals 


French President Jacques Chirac paid a high-profile 
visit to the mainland this week, pledging to stand 
shoulder-to-shoulder with China, including in efforts 
to counterbalance U.S. dominance in the world. 
Chirac’s solidarity appears to have eased the way for 
billions of dollars in deals. A large business delega- 
tion that accompanied him secured agreements 
including a $1.2 billion purchase of trains from 
French engineering giant Alstom, an order of six 
A319 passenger aircraft from Airbus, and a joint 
venture between oil company Total and China's 
Sinochem International Co. France is China's 
fourth-biggest trading partner in the European 
Union and has been eager to catch up with rivals in 
tapping into the China market. Chirac praised 
China's efforts to broker a solution to the dispute 
over North Korea's 
nuclear-weapons pro- 
gramme and urged it to 
play a more active role 
in the United Nations. 
He also announced 
his support for a 
lifting of the European 
Union's arms embargo 
against China. 


CHIRAC: Smiles and deals 


ddy 





OVERSEAS INVESTMENT PROCEDURES EASED 
China announced rules to make it easier for its companies to invest over- 
seas. The move substantially reduces approval procedures for local firms 


looking to expand internationally. It may also ease the pressure on Beijing to 


revalue its currency. Inbound investment along with inflows of speculative 


“hot money” and trade surpluses pushed China’s foreign-exchange reserves 


to $483 billion in July. The United States and other countries have been 
putting pressure on China to loosen the renminbi's effective peg to the 
dollar, accusing it of unfairly boosting its exports by keeping its currency 


cheap. China is the world’s largest recipient of foreign direct investment, but 


investment abroad by Chinese companies is comparatively small. Total 
annual overseas direct investment by Chinese firms rose 5.5% to $2.85 
billion in 2003, against foreign direct investment in China of $53.5 billion. 








INTERNATIONAL TIES 


China demanded that the 
European Union lift a 
15-year-old embargo on 
weapons sales to Beijing. 
“We believe it’s a result of 
the Cold War. The deci- 
sion was 15 years ago,” 
said Chinese Foreign 
Ministry spokeswoman 
Zhang Qiyue. EU foreign 
ministers, meeting on 
October 11, said they 
needed more time to 
reach consensus on 
whether to end the ban, 
imposed after the June 
1989 Tiananmen Mas- 
sacre in Beijing. 


PRESS FREEDOMS 


Hong Kong's anti-graft 
agency, the Independent 
Commission Against 
Corruption, failed to 
overturn a judge’s ruling 
that its raids on seven 
newspapers in July were 
improper. However, the 
ICAC’s appeal was 
rejected only on proce- 
dural grounds. The appeal 
court said that in its 
opinion the ICAC had 
been “entirely justified” in 
seizing evidence from the 
papers after they named 
a protected witness 
without authorization. 






IN A SPEECH marking 
Taiwan's National Day, 
President Chen Shui-bia 
offered peace talks with 
Beijing, and then invited 
China to discuss establi 
ing direct charter flights 
between Taiwan and the 
mainland. The overtures 
were dismissed by Chin; 
official media as being " 
insincere and vague." 
Mainland analysts said | 
that Chen's proposals w 
designed to win over vot 
ahead of legislative elec 
tions on December 11. 


HUMAN RIGHTS 


An appeal by United 
States lawmakers for the 
release of U.S.-based 
Chinese activist Yang 
Jianli was rejected, with 
China insisting his jailing 
was in line with law. 
Yang, who runs a Boston- 
based foundation that 
advocates democratic 
change, was detained in 
2002 after meeting with 
Chinese dissidents and 
laid-off workers. He was 
sentenced in May to five 
years in prison on 

spying charges. The 
appeal for his release 
said he was initially 
denied access to 
lawyers, in violation of 
international law. 


ENVIRONMENT 


Faced with soaring oil 
consumption, China 
introduced its first fuel- 
efficiency standards for 
cars. The standards set 
limits according to a 
vehicle’s weight for how 
much fuel it can burn 
every 100 kilometres. The 
first phase of the new 
standards will be imple- 
mented from July 2005, 
with a stricter second 
phase from 2008 for new 
models (see related 
article on page 30). 


HONG KONG 


Hong Kong's leader, Tung 
Chee-hwa, added two 
allies to his top policy- 
making body, the Execu- 
tive Council, but omitted 
pro-democracy lawmak- 
ers despite their recent 
strong showing in 
elections. The new 
appointees were 

Bernard Chan, a legisla- 
tor who represents the 
insurance industry, and 
Laura Cha, a former 
Hong Kong Securities 
and Futures Commission 
deputy chairwoman. 


KIDNAPPING 


Negotiations were 
continuing as the Review 
went to press for the 
release of two Chinese 
engineers being held by 
suspected Al-Qaeda 
linked militants in the 
South Waziristan region 
of Pakistan. Officials 


said the militants had 
strapped explosives to 
themselves and the 
Chinese and were 
demanding safe passage 
to their alleged leader. 
The kidnappers were 
initially reported as 
saying that they would 
trade the hostages for 
foreign militants captured 
in recent operations by 
Pakistan's army. 


NUCLEAR TALKS 


China's Foreign Ministry 
said that North Korea's 
No. 2 leader, Kim Yong 
Nam, would visit Beijing 





VISIT: North Korea's Kim Yong Nam 


for three days beginning 
on October 18. Kim's 
visit comes amid efforts 
by China to arrange 
new multi-party talks on 
North Korea's nuclear 
programme. China has 
hosted three rounds of 
talks thus far. A fourth 
round in September 
failed because North 
Korea refused to attend. 


UAE Pakistanis demang the Chinese be freed 
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J CHINA POWER SET FOR STRONG DEBUT 


BUSINESS DIGEST 


China Power International appeared set for a strong October 15 
debut on the Hong Kong stock exchange after its offering price 
was fixed at HK$2.53 (33 U.S. cents) a share, close to the top of the 
range set by bankers. China Power is run by Li Xiaolin, the daugh- 
ter of former Premier Li Peng, and is expected to raise some $321 
million through its initial public offering. Japanese retail investors 
showed particularly strong interest, with the retail tranche being 290 
times oversubscribed. China Power is the fourth state-owned power 
company to go for an overseas listing. Its IPO is viewed as a bench- 
mark for mainland energy firm China Guodian (Group) Corp.'s 
planned $500 million IPO in Hong Kong in the coming months. 


LI KA-SHING OFFERING DISAPPOINTS 

An initial public offering of shares in the telecoms unit of Hong Kong 
tycoon Li Ka-shing's conglomerate, Hutchison Whampoa, drew a 
poor investor response. Hutchison Telecom is listing its American 
depository receipts on October 14 and ordinary shares in Hong Kong 
on October 15. The company priced its sale of 1.155 billion shares 
at HK$6.01 (77 U.S. cents) each and its American depository 
receipts at $11.67 each, both close to the bottom of ranges set by 
bankers. Past listings by Li companies have invariably sparked an 
investor rush. Analysts blamed the poor showing on lingering con- 
cerns over losses suffered by investors who bought into Vanda Sys- 
tems & Communications, a computer-systems firm into which 
Hutchison Whampoa folded its fixed-line phone business. Shares, 
which had soared on news of the deal, plunged after Hutchison sold 
much of its stake and pocketed a $168 million profit. 


PCCW TAKES ITS PHONE WAR TO COURT 
PCCW, Hong Kong's dominant fixed-line phone operator, filed a legal 
action against a unit of rival firm, City Telecom (Hong Kong), in an 
effort to prevent it, at least temporarily, from running a low-cost 
Internet phone service. PCCW says the new service is illegal because 
it allows City Telecom customers to route phone calls over PCCW's 
broadband network. The two companies have been engaged in a 
battle since August, when City Telecom introduced the service, which 
has more than 10,000 subscribers. City Telecom is one of several 
that have been chipping away at PCCW's market share. Legal experts 
say City Telecom's service is similar to the cut-rate Internet phone 
services that are appearing in other countries. 


A DIESEL-ELECTRIC BUS FOR CHINA 

General Motors, the American vehicle maker, announced plans to 
build its first hybrid-fuel bus in China with Shanghai Automotive 
Industrial Corp., its Shanghai partner. The company said it will 
start with one bus and conduct test runs to see if the bus is com- 
mercially viable in China. GM says it is promoting its diesel-elec- 
tric technology as a step towards producing a range of cleaner 
and more fuel-efficient vehicles. According to David Chen, the 
vice-president of GM China, the new buses will help cut fuel con- 
sumption by up to 60% and reduce emissions by between Wu 
and 90% compared with standard buses. f n 
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ENVIRONMENT 


Stinking, 
Filthy, Rich 


With pollution pouring across China’s border into Hong Kong 
and elsewhere, Guangzhou and surrounding Guangdong province 
are looking to take a lead in dealing with China’s pollution problem 


By David Murphy/GUANGZHOU AND SHENZHEN 


GUANGZHOU IS China's Cinderella city. 
It's dirty, dusty and looks down at heel 
compared to its much-hyped northerly 
sisters, Shanghai and the capital Beijing. 


But Guangzhou is the capital of 


China's richest province, Guangdong, and 
together they are planning a make-over 
that aims to roll back the air and water pol- 
lution that has helped earn this south- 
ern powerhouse a bad name, not least 
in neighbouring Hong Kong. There, the 


GUANGDONG'S 
CLEAN-UP PLAN 


* Spend on pollution 
expertise and equipment 


* Use tighter emissions 
controls, including Euro III 
for vehicle-exhaust gases 


e Get private investment 
in public utilities 
related to water and 
waste treatment 


* Spend $5.5 billion cleaning 
up the Pearl River around 
Guangzhou, and $2.2 
billion on dealing with 
urban and industrial waste 





air has become so thick with haze that the 
view across the city’s famous harbour— 
and indeed from the REview’s own head 
office—is increasingly obscured. Ironi- 
cally, much of the pollution comes from 
factories in Guangdong that are Hong 
Kong-owned. For all the harm this is 
doing to humans, the best-known vic- 
tim is another mammal, the pink dolphin. 
According to environmentalists, the dol- 
phin, which is protected in Hong Kong 
waters, is being driven to extinction by 
poisons that spew out of Guangdong’s 
Pearl River Delta, in particular heavy met- 
als like cadmium and mercury. 
Nationally the figures for air pollution 
are frightening. Between 1990 and 2002 
China’s carbon dioxide (CO2) emissions 
increased 45%, according to the Paris- 
based International Energy Agency (IEA), 
a quasi-governmental agency. Figures 
from the economically advanced countries 
of the OECD show how government reg- 
ulation—or lack of it—can affect pollution 
figures: During the same period Ger- 
many's CO2 emissions fell by 13.3% and 
Britain's by 5.596. By contrast, emissions 
in the United States, where government 
regulation is weaker, increased by 16.796. 
Guangdong’s clean-up involves a multi- 
billion-dollar spending spree coupled with 
improved pollution controls and deregu- 
lation of local services. That's good news 
for those foreign companies, consultants 
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and equipment suppliers that have an 
edge over domestic business. So far the 
headline interest is in water, waste-water 
treatment and solid-waste disposal. One 
example is French company Veolia 
Water—a subsidiary of one of the world’s 
biggest private-sector water firms, Veolia 
Environnement—which has acquired a 
stake in the Shenzhen Water Group. This 
gives it management control over the three 
water-treatment plants the group oper- 
ates in the city, say officials. Veolia now has 
600 million euros ($737.5 million) invested 
in water projects around China, accord- 
ing to a company spokeswoman. 

There is also demand for specialized 
equipment and expertise, such as scrub- 
bers for dealing with polluting smoke- 
stacks or technical advice on financial 
incentives for reducing carbon and 
sulphur emissions. Howden Power, a 


Britain-based industrial-equipment firm 
with a manufacturing joint venture in 
Shandong province, is selling bulky items 
like flue-desulphurization equipment 
weighing 30-40 tonnes and heat exchang- 
ers that weigh 100-150 tonnes to power 
stations seeking to limit their emissions. 
“(The] market only emerged about three 
years ago when China was awarded the 
Olympic Games,” says Ken Ramsey, 
Howden Power's global marketing direc- 
tor. “It's growing and will continue to 
grow for another four years.” 
Improving China's pollution and 
waste-treatment controls matters, and not 
just to China. As the country's growing 
industrial clout is felt around the world, 
so too is its industrial pollution. In the 
early 1990s Hong Kong was the inter- 
national marker for the spread of China's 
pollution, but today the impact is felt 


much further away. This year American 
scientists detected pollution from Chinese 
factories in the air above the east coast 
of the United States. And domestically, 
despite some improvements, many areas 
continue to get worse. Acid rain, mainly 
caused by the release of sulphur dioxide 
from burning coal, is increasing in range 
and intensity. A third of Chinese cities 
surveyed in 2002 had acid rain strong 
enough to damage aquatic life and vege- 
tation, according to a June report in the 
U.S. journal Environment. 

China’s pollution problem and the rise 
in greenhouse-gas emissions are directly 
linked to the country’s economic boom. 
Forty per cent of China's growing carbon 
dioxide output comes from power stations 
and 80% of the country's electricity is gen- 
erated by coal-fired plants. As energy 
demand has grown, so too has coal con- 
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IN GUANGDONG THERE'S A LOT TO CLEAN UP— 
IN 2003 THE AMOUNT OF EFFLUENT 
DISCHARGED WAS 68 TONNES PER CAPITA 


v 
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centives both for national and interna- 
tional firms to enter the market" for 
renewable energy, says Buddy Buruku, 
project manager at IT Power, a Beijing- 
based consultancy. The law should also 
spur the growth of emissions trading, 
which is already taking place on a trial 
basis in some cities and provinces in 
China. The International Finance Corpo- 
ration, an arm of the World Bank, is plan- 
ning a fund that among other things will 
act as a loan-guarantee facility for energy- 
efficient projects. 

In Guangdong there's a lot to clean up. 
According to the Guangdong Environ- 
mental Protection Bureau, in 2003 the 
amount of effluent discharged was 68 
tonnes per capita. This compares to 56 
tonnes in Jiangsu and Zhejiang, and a 
mere 27 tonnes in Shandong. The finan- 
cial commitment that Guangdong is mak- 
ing points to the scale of its problem. This 
decade the province will spend 44 bil- 
lion renminbi ($5.5 billion) on cleaning 
up the Pearl River and a further 18 billion 
renminbi on urban- and industrial-waste 
disposal, according to Hu Qingxin, of the 
Guangdong Environmental Protection 
Industry Association. 
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City governments within the province 
are also boosting their environmental 
budgets. One of the most ambitious 
locally funded schemes is a clean-up of 
78 kilometres of the Pearl River and its 
tributaries in and around Guangzhou. 
That effort involves upstream investment 
by Guangzhou authorities and will take 
place in stages. 

The improvement targets reflect how 
bad the situation has become. By the end 
of next year the Pearl River running 
through Guangzhou will be “neither black 
nor stinky," says He Rongyou, deputy direc- 
tor at the city's Bureau of Environmental 
Protection. And by 2010, when the city will 
host the Asian Games, the waterways will 
be "clean and blue," he says. Shenzhen has 
budgeted up to 300 million renminbi for 
its own waterway clean-up, beginning next 
year. Air quality there should also start to 
improve with Shenzhen's planned 2005 
adoption of the same Euro III vehicle- 
exhaust-emission standard that has been 
in place in the European Union since 2000 
(the EU moves to the tougher Euro IV 
standard next year). 

Funding for environmental protection 
is also increasing nationally. Spending last 


STRAIGHT INTO THE PEARL RIVER: By 2010 the waters will be clean and blue, say officials 


year was up almost 20% on 2002 at 163 
billion renminbi, equivalent to 1.4% of 
China’s GDP. 

Provincial and local authorities are 
also improving the regulatory framework, 
for example by tightening controls on gen- 
eral emissions. That's good for foreign 
companies involved in niche technologies 
crucial to some kinds of emission control. 
Engelhard Mobile Emissions Systems, a 
division of the U.S. industrial giant, is the 
largest supplier of catalytic converters to 
China and tripled its Shanghai produc- 
tion capacity this year. It plans to expand 
further in a bet that Beijing is serious 
about reining in pollution. 

"We are convinced that the govern- 
ment will enforce existing regulations and 
wants to introduce tougher ones," says 
Paul Lamb, vice-president and general 
manager for Engelhard Mobile Emissions 
Systems. “We feel pretty good about where 
China is on its regulatory path." 

Cities around China, eager to raise 
cash and shed polluting services, are 
increasing private-sector participation. In 
Shenzhen, waste-water treatment, solid- 
waste disposal and public transport are 
among the municipal services put up for 
tender since the city launched China's 
first privatization trials in 2001. “Our 
ultimate target is for the government not 
to be invested in these areas," says Jiang 
Zunyu, vice-secretary-general of the Shen- 
zhen government. 

With those early trials judged a suc- 
cess, China's Ministry of Construction 
issued new nationwide rules in May for- 
mally allowing private investors to oper- 
ate water, gas, heating, public transport 
and water and waste-management oper- 
ations, according to the Xinhua official 
news agency. 

Known as "Administrative Measures 
on Concession Arrangements for Munic- 
ipal Public Utilities," the new rules limit 
foreign firms to a minority stake in the 
utilities. But crucially they open the door 
to private Chinese capital in a move that— 
on paper at least—invites private money 
to take a controlling share in China's >> 
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— public services. Investors will be allowed 
to operate the facilities for up to 30 years. 
_ So far, most of the strongest foreign inter- 
. est has been from water companies like 
_ French giants Veolia Water and its sub- 
E sidiary, Générale des Eaux. Although no 
- tenders have yet been decided under the 
- new rules, they are “very significant 
— because it's the first time the government 
has allowed private ownership of public 
. utilities on a large scale," says Ashley 
Howlett, a Beijing-based partner at Jones 
Day, which specializes in China's con- 
struction sector. 
| Shenzhen and other Guangdong cities 
like Foshan, Dongguan and the provincial 
capital Guangzhou are taking the lead 
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_ in outsourcing public facilities. In Feb- 
_ruary, Foshan put 14 waste-water treat- 
ment projects and the first 95-hectare 
phase of a huge landfill project out to ten- 
der. Dongguan has put out 37 waste-water 
treatment plants for tender this year, 
according to the city's environmental-pro- 
tection bureau. Bidders included a large 
number of domestic companies as well as 
international ones. 

! And the practice is spreading to other 
~ parts ofthe country. Veolia Water recently 
signed a 30-year contract to rehabilitate 
and operate a city waterworks in Hohhot, 
the provincial capital of Inner Mongolia, 
and a similar 22-year contract in Weinan, 
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in Shaanxi province. Combined, the con- 
tracts will generate consolidated revenue 
of almost 800 million euros over their life- 
time, according to the company. “It’s the 
trend, even counties are doing it now,” says 
the Shenzhen government's Jiang. 
Privatizing public utilities has gener- 
ated enormous public controversy in 
Europe and the U.S., thanks in no small 
part to disastrous privatizations of rail- 
ways in Britain and electricity in Califor- 
nia. But in ostensibly communist China, 
the selling-off of publicly owned assets 
has produced surprisingly little debate. 
Jiang looked puzzled when asked what the 
public thought of the reforms. “There are 
no complaints yet. What people care about 


FUELLING POLLUTION 
^ AC deavy reliance on coal means heavy environmental costs 
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is the expansion of the public utilities and 
that the price should be as cheap as pos- 
sible, regardless of who is operating the 
system,” he says. 

“As cheap as possible” is a sentiment 
that may belong to consumers but is not 
one that should be shared by the city offi- 
cials managing the tender. Price should 
not be the overriding factor in the bidding 
stage, warns Russ Bossart, whose Beijing- 
based firm represents eight mainly Euro- 
pean environmental-equipment suppli- 
ers in China. If the tender is awarded 
solely on price, the risk is that low-quality 
equipment and management will be used. 
“The biggest danger I see in the project 


Aguaty Aau |PUOreuddu| :a3unos 


business now is that often the lowest bid- 
der wins, many of them with little idea 
of what they are doing," he says. 


COST CONTROL 

In Shenzhen, city officials insist private 
investment will result in improved serv- 
ice to residents and allow the city to meet 
social goals such as the provision of clean 
drinking water on tap to all citizens by 
the end of the decade. Private investment 
can also bring perks to some citizens. Shen- 
zhen aims to provide free travel on public 
transport for those over 70, an innovation 
helped by proposed investment from a 
Hong Kong company in the city's transport 
system. "In the past the state-owned com- 
panies that operated the network didn't 
want to give it," says Jiang. 

And once services are moved out 
of city hands, citizens' complaints are 
likely to get a fairer hearing and services 
likely to improve. "When the government 
moves to a neutral position, it has a bet- 
ter intention to protect the public inter- 
est," says Li Shuyan, of Shenzheris Social 
Affairs Bureau. 

To be successful, these large-scale ini- 
tiatives need to be accompanied by lots of 
lower-level coordination, according to 
Husayn Anwar, managing director of 
Sinosphere, a Beijing-based environ- 
mental consultancy. He welcomes the 
fact that Beijing has mandated that cat- 
alytic converters be installed on all new 
cars. That would certainly help in the cap- 
ital, which—absent a strong wind—is 
choking under a smog blanket thanks 
to a boom in car sales. But he says the 
country's old refineries continue to pro- 
duce a dirty fuel that can ruin a modern 
catalytic converter. Similarly, calling for 
water conservation while keeping the 
price of water low is a contradiction, he 
says. The answer is rational pricing that 
punishes polluters and rewards those 
who cut pollution. 

In Shenzhen they are at least heading 
towards rational water pricing. In August 
there was a price rise for consumers, with 
entertainment businesses being hit hard- 
est. The city approved an 1196 rise for indus- 
trial users but entertainment venues like 
discos, nightclubs and saunas were slapped 
with a more than 100% rise. & 

Nancy Zhang in Beijing contributed 
to this article 
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In an era when slick consumer gadgetry seems to 
define technological advancement, it’s good to be 
reminded that technology that enhances the quality 
of life isn’t always miniature and glamorous, and 
doesn't always take pictures or connect you to the 
Web. The winners of this year's Asian Innovation 
Awards are helping out in key areas at the forefront 
of health care, contributing to a cleaner environment, 
cutting costs and generally making life a little easier. 

Our winners this year come from Singapore, India 
and New Zealand, underscoring the importance of 
investment in education and research that makes 
these countries centres of innovative excellence. 

The Gold goes to a group of engineers and doc- 
tors in Singapore who have developed a biodegrad- 
able plastic mesh to patch head wounds. The sub- 
stance allows the bone to grow back and is a 
cheaper, safer alternative to titanium implants, 
which carry some risk of infection. 

The Silver goes to a New Zealand team that has 
devised a computer program that slashes the time it 
takes to conduct a complicated eye test used to 
detect diabetic blindness and glaucoma. 

The Bronze goes to The Grand Hyatt Singapore 
hotel, which has installed a very cool air- 
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conditioning system that chills and removes 
dampness from the air before it enters the building, 
cutting energy and water consumption. 

This year's Global Entrepolis@Singapore Award, 
offered in association with the Economic 
Development Board of Singapore, goes to a 
Mumbai-based company that has developed 
software which monitors banking transactions  4& 
in real time and helps banks cut costs and 
improve efficiency. 

The winners were selected from a final 
shortlist of a dozen entries. These were 
judged according to three criteria: level of 
creativity, or degree of innovation; quality of 
execution, to measure the science, engineering and 
technology involved; and the potential impact on 
quality of life. 

The Global Entrepolis@Singapore Award, 
meanwhile, was selected from a final shortlist of six 
entries and was judged on business performance 
and commercial viability. 

Our thanks again go to the judges (be/ow), who 
took the time to pore over the entries and pick 
our winners. Learn more about this year's 
winners in the following pages. Michael Vatikiotis 
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Healing Heads 


Doctors and engineers in Singapore have found a 
safer way to mend damaged skulls and to help 
bone regrow in other parts of the body 


By Barry Wain/SiNGAPORE 


who end up with a damaged skull 
" are usually fitted with a titanium plate or bone taken 
AW from another part of the body. Soon, they will have the 
^. ^4 option of being treated with a biodegradable plastic plug 
that fits neatly into the hole and allows the bone to 

regenerate and the hair to grow back. 

Replacement bone must be taken from a patient's hip, which 
requires a painful operation, or obtained from a cadaver, which could 
transfer bacteria and viruses. The new plastic mesh is almost half the 
price of titanium and doesn't carry the risk of infection. Moreover. 
it allows the patient to regain a natural look and feel, as the material 
fuses with the patient's head. 

The breakthrough comes from a group of six engineers and doc- 
tors from the National University of Singapore and the National Uni- 
versity Hospital in collaboration with the city's Temasek Polytechnic. 
S.H. Teoh, T.C. Lim, D.W. Hutmacher, J.T. Schantz, N. Chou and 
K.C. Tan have won the Gold in this year's Asian Innovation Awards. 

Encouraged by their success, the team is now experimenting to 
see if the mesh can help grow bone and other tissue around the 
eye socket, jaw, spine, chest and legs. 

Their achievement is a triumph for tissue engineering, which 
aims to restore tissue and organ functions with minimal host 
rejection. It is a multidisciplinary field that integrates engineering 
principles, basic life science and cell biology, and it has been heralded 
as likely to revolutionize the health-care-biotechnology industry. 

"This is the new wave," says Teoh, a principal member of the team 
and a professor in the university's department of mechanical 





engineering. "It will change the way surgeons— plastic surgeons, 
neurosurgeons—treat patients." 

Teoh says the three engineers and three clinicians, who teamed 
up in 1999, shared a vision to create a “platform” for tissue and organ 
regeneration. "It is a foundation for us to build many products out 
of one technology," he says. 

A basic material is polycaprolactone (PCL) polymer, which is 
used as a structure in which cells can grow. PCL is bio-reabsorbable, 
meaning it can be digested by the body and disposed of without trace. 
Although this is the first time such a material has been used for tis- 
sue engineering for the skull, PCL has long been approved by the United 
States Food and Drug Administration for other medical uses. 

Using medical imaging, biomaterials and advanced manufac- 
turing, the team has been able to produce the mesh in an exact, three- 
dimensional shape without the use of a mould. That cuts costs and 
reduces the risk of infection. 
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Lolourtul Diagnosis 


An eye test that used to take an hour now 
takes minutes, thanks to a New Zealand 
team—and a teenage prodigy 


By Colin James/WELLINGTON 


*^  ATTHE AGE OF FIVE, Ray Hidayat fell in love 
with mathematics. At age 11 he got an A+ in 
Computing ror during a semester at Lincoln Uni- 
versity in New Zealand's South Island. And at 14 
he developed a computer 
program for a project led by 
his father, Dr. Rudy Hidajat, which 
has won the Silver in this year's Asian 
Innovation Awards. 

The innovation is a quick method 
of administering the Farnsworth-Mun- 
sell (FM) roo-hue colour-vision test—a 
highly sensitive way of detecting eyesight 
problems that can indicate the early 
stage of optic-nerve diseases, glaucoma, 
diabetes, drug toxicity and tumours, 
among other conditions. 

Colour-vision defects develop 
much earlier than those in visual acu- 
ity or visual field. Combined with other 
tests, FM can "help ophthalmologists 
make correct diagnoses" and catch dis- 
eases in their more treatable stage, says 
Hidajat, an Indonesian-born scientist 
at Christchurch Hospital's ophthal- 
mology department. 

But despite being valued worldwide 
by ophthalmologists, “FM is underused 
because of the time taken to administer 
it and because it is difficult to inter- 
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pret the results," explains Hidajat, Go, FAST FORWARD: Dr. Rudy Hidajat and son Ray 


who has New Zealand degrees in bio- 

chemistry and microbiology and a doctorate in genetic trans- 
formation. His idea was to cut the time down by computer- 
izing the process. The result: The test now takes four minutes 
instead of an hour. 


TWO-MINUTE TRIUMPH 

To get the computer program written, Hidajat turned to his 
son after a colleague with a doctorate in computing had 
declared himself stumped. At the time, Ray was looking 
for a project for his school programming competition. He 
took all of two minutes to come up with an idea, his father 





says, and wrote the manual for the software in the 
week of Christmas 2002. 

The FM test asks a patient to arrange 85 
coin-sized coloured caps in order. The number 
and types of errors tell how much the patient's D 
colour vision has deteriorated. Recording the errors 
manually by turning over each cap and reading its number 
is laborious and not foolproof. 

Ray's program records and weights the errors statisti- 
cally, adjusting for age (people see colours differently as they 
age) and presents the data on a polar graph—which shows devi- 
ations from the centre of a circle—familiar to ophthalmolo- 
gists everywhere. The program is in computer language devel- 
oped by New Zealand’s largest software company, Jade. 

Christchurch Hospital ophthalmic technician Jan McLay 
suggested using bar codes on the coloured caps and worked 
out how to align them so that they could be read by a com- 
mercial bar-code scanner. 

The system's simplicity should 
make it usable on a personal computer 
by opticians and optometrists, who can 
then alert ophthalmologists to poten- 
tial problems. Now, patients often reach 
ophthalmologists long after the first 
symptoms could have been detected by 
the FM test, making treatment more 
difficult and less likely to succeed. 

Christchurch Hospital has used the 
system for a year. In one notable suc- 
cess last year, the four-minute FM test 
led to the diagnosis of an optic-nerve 
tumour causing depression and mi- 
graine in a young woman. She recov- 
ered after surgery. 

In June, Hidajat's team won the New 
Zealand health-innovation award given 
by the Ministry of Health. In early Octo- 
ber, a paper on the project by Hidajat and 
his team was accepted for publication by 
the internationally peer-reviewed jour- 
nal Documenta Ophthalmologica. 

The Munsell Color Company, the Bal- 
timore-based maker of the FM test, has 
inquired about marketing the system. 
And a number of foreign companies 
have expressed interest in it. Proceeds 
from commercializing the system would go to a research 
fund for Hidajat's unit at Christchurch Hospital, which has 
applied for a patent on the system. 

Ray Hidayat (whose father changed the spelling of his 
surname so that New Zealanders would pronounce it cor- 
rectly) holds the copyright to the computer program he 
devised. Now 16, he's about to graduate with a bachelor's 
degree in commerce and management and go on to an hon- 
ours course in applied computing. His father, meanwhile, 
is just completing a study on the relationship of colour vision 
to shortsightedness, = 
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BRONZE AWARD 


Chiller Thriller 


An energy-efficient air-conditioning system 
keeps hotel guests cool and costs down 


By Barry Wain/SINGAPORE 


WHEN ONE OF FOUR CHILLERS driving the 
air-conditioning system at the Grand Hyatt 
Singapore failed five years ago, the hotel set out 
- to order a replacement. Instead, it was persuaded 

US by an energy-service company to buy what was 

described as a "package of benefits." 

The company, now known as Ecube, argued that it was false 
economy to concentrate on the chiller in isolation. What was 
needed, the company said, was an approach that considered the 
total design of the air-conditioning system, identifying the ideal 
equipment and how it could be integrated for top efficiency. 

Ecube threw out old so-called secondary pumps and some 
faulty valves. It installed state-of-the-art measuring systems and 
used information technology to select pieces of appropriate 
equipment that worked together best, rather than large indi- 
vidual items that packed more horsepower than necessary 
and consumed excess electricity. It replaced not one but all four 
chillers with three of different capacity. 

The Grand Hyatt Singapore, owned by the Brunei gov- 
ernment and located in the heart of the city's central busi- 
ness district, ended up with a showcase Green Energy Man- 
agement (GEM) project, which won the Bronze in this year's 
Asian Innovation Awards. The core is an air-conditioning 
central plant believed by industry specialists to be the most 
energy-efficient in the world. It has cut the hotel's costs enor- 









WHAT THE GUESTS DON'T SEE: Lee's state-of-the-art system 
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mously and reduced harmful emissions that con- 
tribute to global warming. 

"We can save the planet and we can save money," 
says Lee Eng Lock, a partner in Ecube and its deputy man- 
aging director. For a start, hotel general manager Willi B. 
Martin says that by adopting a holistic approach, rather than 
simply focusing on individual pieces of hardware, the hotel 
spent $$500,000 ($295,680) less on equipment when set- 
ting up its new operation. 

The hotel spent almost $$2.6 million on the GEM venture, 
covering the heating, ventilating and air-conditioning system. 
The redesign has produced annual savings of more than S$1.1 
million, and will pay for itself in just over two years. Most of the 
savings are in reduced use of electricity and water, which means 
less carbon dioxide is being pumped into the air. 

Expanding its GEM initiative, the hotel has made other 
savings—for example, on an artificial waterfall and the 
potable-water distribution network. Hotel executives say they 
expect to continue reaping annual savings of about S$1.3 mil- 
lion for the next 15-20 years. 


REMOTE MONITORING 

Just as important are the “nonenergy” benefits, notably the 
increased comfort of guests and improved indoor-air quality. 
Carpets and other fittings also last longer because of improved 
humidity control. The conventional way to reduce energy con- 
sumption is to raise temperatures or reduce operating hours, 
which isn't practical in a hotel, especially in the tropics. 

A side benefit, not in the contract, was that the new system 
freed up almost 1,000 square metres of floor space, a valuable 
asset in downtown Singapore. The original plant room, located 
in the hotel's basement, was moved to the car park area. 

In an unusual move, the Grand Hyatt Singapore decided 
to share its performance data with others, a gesture that the 
Colorado-based Rocky Mountain Institute calls *most valu- 
able and generous," and “the first commitment of this type 
from any hotel of your calibre that we are aware of." The insti- 
tute is an entrepreneurial, not-for-profit organization that fos- 
ters the efficient use of resources. 

Performance data is made available to interested parties 
in real time over the Internet. The hotel's engineers and oper- 
ators can log on to the system from anywhere in the world 
and watch the plant in real time. The results achieved have 
also impressed the Singapore government, which is now start- 
ing to retrofit some of its own buildings. “Hyatt’s success is 
no miracle," Singapore's National Energy Efficiency Com- 
mittee says on its Web site. "It is simply a demonstration of 
the benefits and real savings that can accrue from an energy- 
efficiency-improvement project that is based on precise 
thermal-engineering principles." 

While the committee suggests those principles can—and 
should—be applied to any other type of building, others have 
been slow to follow Hyatt's example. While giving seminars 
worldwide discussing GEM, Lee says he's found that many 
building owners don't know that benchmarks exist to measure 
the efficiency of buildings. As for fellow engineers, “the results 
are far beyond what most of them can imagine,” he says. = 
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GLOBAL ENTREPOLIS@SINGAPORE AWARD 


ank Un This 


A home-grown Indian banking solution is keeping 
tabs on global financial transactions 


By John Larkin/New DELHI 


WANT TO START your own bank? 
You'll need money and an appetite for 
hard work. Chances are you'll also 






| Global Entrepolis need Rajesh Hukku, the chairman 
@ Singapore and managing director of Mumbai- 
—— based i-flex solutions. 


This software company sells to banks the part of their 
operations that account holders never see. Every bank trans- 
action sets off ripples of other transactions, like reporting 
obligations to regulatory authorities and fee calculations, 

which must be handled down the line by the bank's infor- 
mation-technology set-up. These back-office requirements 
vary from country to country, and more often than not 
have been in place for decades. Many have become a patch- 
work of IT add-ons over the years as new services cropped 
up, resulting in efficiency losses and millions of dollars in 
foregone savings. 

"Some of these packages have been around since I was in 
kindergarten," says 46-year-old Hukku. “It’s like you have a 
beautiful body for your car, but the engine is 20 or 30 years old." 

.— That's where i-flex comes in. Its award-winning Flexcube 
software suite does the heavy lifting to help banks and other 
financial-services companies streamline everything from core 

. banking to mortgages, investment banking, capital mar- 

‘kets and mutual funds. It integrates all this data, enabling 





FLEXING IT: i-flex’s Rajesh Hukku has big 
ambitions for Flexcube 













banks to monitor their risk exposure, regard- 
less of location, to customers in real time across 
their entire range of products. That's often not 
possible at most banks with less-efficient systems. ! 
Flexcube also allows a banker with no programming expe 
ise to create a new product within a week, rather than th 
months of reprogramming it would otherwise take, It cz 
crunch nearly 7,500 transactions a second according to 
audit by Ernst & Young. For banks, that means a less-expe 
sive way to deliver better services. 

For the past two years, Flexcube has been ranked th 
top-selling core banking-software package by the British Inte 
national Banking System. It is used at financial institutioi 
in 88 countries, 15 of which were added in the financial y 
2003-04. Now it can add to its list of accolades the Glob 
EntrepolisQ Singapore Award for 2004, awarded by ti 
REVIEW, in association with Singapore's Economic Develop 
ment Board in recognition of the best application of tech 
nology to a strong business model. 

Hukku puts Flexcube's success down to the ease with: 
which it can be tailored to requirements in different coun- 
tries. Nothing is hard-coded, allowing the customer to fine- 
tune the software to its own needs. Hukku even built that core 
cept into the product's name—^Flex" stands for flexible 
The last three letters of the name, “ube,” stand for universa 
banking environment. "It's a bank in a box," proclaim: 
Hukku. “If you ran into a lot of money and wanted to start 
your own bank, you could literally open our package and start: 
the bank in a few months." | 

Flexcube has 185 customers, and the number is rising. 
Its biggest contract is with Citibank, where Flexcube is bei g 
used to standardize its corporate-banking operations aroun 
the world. That means slashing the 59 existing patchwor 
versions of Citibank's in-house IT system down to just one- 
the biggest such conversion package ever undertaken, acco: 
ing to Hukku. Another client is Japan’s resurgent Shi i 
Bank, which uses Flexcube as its core system for retail 
corporate banking. 
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WHAT'S NEXT? 
The company has come a long way since its relatively hum- 


d 


ble beginnings in a small Mumbai office in 1992, ironical 
as a venture partly funded by Citibank. Now Hukkus mission 
is to keep the numbers healthy and eventually turn Fle : 
cube into India's first global IT brand. It's already the top sof 
ware-product company in India. Net income from operatior 
rose from 1.14 billion rupees ($24.87 million) to 2.09 bil- 
lion rupees between the financial years 2001-02 and 200: 
04. It's one of the few Indian IT companies to build a bus 
ness model based on its own home-grown product. The su 
cess of that endeavour will largely depend on the kev Unite 
States market. Hukku is optimistic. "Over the next sever 
years it could be great for Flexcube when [U.S.] banks decié 
to change their systems," he says. 2 





Carry a Crumpler 





Laptop bags needn’t be black, or boring. Try a Crumpler bag. 


They come in a sea of colours, have silly names, and while 
they’re sturdy, they don’t take themselves too seriously 


DO YOU SOMETIMES look at your com- 
puter bag and think “black, fake leather, 
computer manufacturer logo on it. It's 
boring and a walking advertisement 
for laptop thieves"? If you do, then grab 
a Crumpler. 

Crumpler bags (www.crumpler.com .au) 
are everything your average laptop bags 
arent. They're not made out of fake leather 
(they're made out of something called 
Chicken Tex, a tough, waterproof nylon). 
They're not black unless you really, really 
want them to be. Oh, and there's no com- 
puter manufacturer's logo (instead they 
sport a logo of a stick guy with spiky hair). 
In fact there's nothing computer-baggy 
about them: They don't have business- 
like grips, they don't have special pouches 
for CD-Roms and a mouse, the strap is best 
worn across the chest (which can crease 
your suit) and they have big bulky flaps 


GRAB A BAG, BUT WHICH ONE? 


It's not often that Jeremy and | don't see 
eye to eye. But this time, | must object. | 
used the Crumpler “Snauros” camera 

. bag on a weekend trip earlier this year. It 
.. looked nice enough: Sturdy, compact, 
cool colours. But don't be fooled by 
appearances. It was a pain-literally. 
After just one morning, my 
shoulder was sore from 
the nasty seatbelt-like 
shoulder strap. No matter 
how much | fiddled, it just 
didn't sit right, so the bag 
itself was precariously tilted. 
Getting into it was another 
struggle. The fastener was 
awkwardly situated very low down, so | 
couldn't quickly delve in for the camera. I 
perish to think of all the Kodak Moments 
lost while | fumbled about trying to prise 
the camera from the bag. Another gripe: 
the lack of external pockets for easy 






(which if opened in pub- 
lic places could cause 
damage to fellow com- 
muters). Then there's the model 
name. Forget "Reverse-Access Notebook 
Case" or “M2 Standard Overnighter.” 
Instead there's a “Crippy Duck," a “Budgie 
Smuggler,” a "Snauros," a “Sheep Scarer" 
and a "Wonder Weenie." Crumplers are, 
well, different. 

They're some of the best bags I've 
seen. They're sturdy. They're capacious. 
They're very well made, they come in all 
sorts of shapes and sizes, and if for any 
reason yours breaks, you can take it back 
and get another one. 

Crumpler bags are the brainchild of 
three Australian guys who got into the 
bicycle-courier business in Melbourne 
in the early 1990s. Couriers need good 
bags, and the only ones they could find 


access to stuff like wallet and 
train tickets. My advice: For 
camera bags, stick with Domke. 
And if you want to look good 
while lugging your laptop 
around, take a look at these: Timbuk2 
(www.timbuk2.com) is the master of the 
messenger bag. But it also offers 
a range of laptop bags, from a 
hand-carry tote to a cool 
rucksack that doesn't scream 
“I'm carrying a computer." 
The Commute laptop bag 
(left, price: $100) looks just like. 
a messenger bag. It'S waterproof, 
has an easily adjustable strap and 
seriously useful sidepockets. The tough 
bit is deciding which combina- 
tion of bold colours to 
choose. Hmmm... 
Newcomer, Acme Made 
(www.acmemade.com\ has 
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BOLD BAGS: Crumpler's 
Crippy Duck (above) 
and the Very Busy Man (right) 


were expensive and, well, rubbish. So they 
hooked up with another courier called Stu- 
art Crumpler who, like a lot of couriers, was 
whizzing about town on his bike to pay for 
his first love, art. (Well, furniture, and 
sculpting, and careering around the Out- 
back.) So he made some bags, and they 
were pretty good. They were so good he 
would sell them to anyone who asked, 
make a better one, and soon more people 
were asking to buy them. So the threesome 
bought second-hand sewing machines and 
rented a loft. “It just grew from there,” says 
Dave Roper, one of the three. 





been making bags for 
laptops and gadgets since 
2002. It's latest offering is 
The Slim (be/ow, price: 
$79-109), a minimalist 
laptop bag/sleeve. It sports a 
leather handle and quilted satin lining 
and comes in a variety of designs, from 
pink polka-dot to candy stripes. It is, 
however, a bit girly, so if you want 
something more rugged, try Mountain- 
Smith's (www.mountainsmith.com) 
charcoal grey and yellow TravelSeries 
range. Jeremy's been very happy with 
his Network bag (above, price: about 
$100), which weighs a measly 1.34 
kilograms and can store a laptop, books 
and even has pockets for a cellphone 
and sunglasses. He and his fellow 
passengers aren't quite sure, 
yet, about the plethora of yellow 
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WRITE TO ME: loosewire@jeremywagstaff.com 





Word of mouth was helped along by 
some guerrilla marketing tactics, includ- 
ing painting the Crumpler logo all over 
town, to putting small stickers on fruit to 
selling bags in exchange for beer during 
certain periods. Warily, they explored inter- 
est in the outside world and were pleasantly 
surprised: Enough, at least, to sell the 
courier company in 1997 and concentrate 
on bags full-time. When they realized that 
laptop bags were dull—“boring black 
Targus things,” Dave calls 
them—and that more 
and more students 
were using laptops, 
they expanded beyond 
courier bags into laptop 
bags, and later camera 
bags. "Every kid's got a 
camera, an iPod, a laptop and 
a gadget and they re really keen 
to carry it around in something 
more than a black vinyl bag," says Dave. 
Now there are more than 40 different types 
of Crumpler bag. 

So will a Crumpler only appeal to the 
young and hip? Well, they may not be to 
everyone's taste (see box below). While many 
of the models are aimed at laptop users, if 
you're a busy executive you may get the 
feeling you're being gently mocked if you 
venture into a store and ask for a bag 
called "Very Busy Man," *Crisp Suit," "The 
December Quarter" or *Company Embar- 
rassment." If you like external pockets, you 
might be disappointed. They're not cheap, 
either (from $50-180). And don't leave the 
catalogue lying around the family home: It 
contains a smattering of earthy Australian 
humour. Some of this hasn't gone down 
well in the United States, says Dave. Apple, 
he says, wasn't amused by a promotional 











picture in which the Apple logo on a laptop 
had been replaced with the Crumpler stick 
guy. “It’s been a reason we've not been able 
to get into Apple stores,” says Dave, though 
he hopes that might change soon. 

Still, that hasnt stopped Crumpler from 
expanding, with outlets in places like Sin- 
gapore and New York. They can also be 
bought on-line. Indeed, once I realized what 
a Crumpler was, I started seeing them every- 
where. A dinner friend yanked one from 

under the table when I men- 
tioned the name, and when 
Dave drove me across town 
to a Crumpler shop, we 
spotted several attached 
to members of the pub- 
lic. Even my Irish 
friend John has one. 
The guys at Crumpler 
are doggedly laid back. Stuart, the 
creative genius behind the bags, lives 
out of town and occasionally appears, 
prophet-like, with his new designs. The 
others exhibit a studied lack of profes- 
sionalism, sitting around their warehouse 
office wearing hats and coming up with 
names for new bags (expect to see a 
“Status Belly” and a “Cat's Quoit” soon). 

Money is clearly not why they’re in it 
(When their “lifetime guarantee” did not 
comply with regulations in some countries, 
they searched for alternatives. “How 
about ‘For as long as you live'?" offered 
Dave) but that doesn't stop them looking 
for new designs and perfecting old ones. 
“We're not putting out ‘A Spring Collec- 
tion," says Dave, looking at the new 
designs spread out over what may or may 
not be his office. “A bag is like a BMW. They 
improve a little with each model." & 

More musings at loosewireblog.com 











Communication Style è 


e User-friendly Large, Tactile Buttons 

e Speedy Texting with T9 Input 

e SMS/EMS/MMS/Email + Bluetooth™, 
IrDA, USB Support and External Memory 
Stick Slot + PIM Sync 


4 Imaging Style 

e 1,3 Mega Pixels CCD ¢ 64 MB User 
Memory * Digital Camera-like Design 
and Features * Horizontal User Interface 
e Active Lens Shutter ¢ 8x Digital Zoom 




















THE FEATURE-+ 


S700i 


SWING IT 


Picture yourself at the cutting edge of 
connectivity. Picture yourself being 
entertained, wherever you are. Picture 
yourself with a device that seamlessly 
unravels itself to give you 3 different 
usage styles. Each perfectly equipped 
to suit all your mobile needs. The new 
$700i with 1.3 Mega Pixels camera 
Get ready for a whole new spin. 





Browsing Style æ 


e Extra-large 2.3", 262K Colour TFT Screen 
e OVGA (240x320) Screen Display 


e 5-way Navigation Pad for Easy A | 
e One Touch to View Messages, Make and 
Answer Calls + 3D Java Games, MPS Media 
Player, FM Radio and more! e PlayNow 
Direct Music Download Service * Internet 


Browsing WAP 2.0 * File Manager 
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Risk MANAGEMENT 


The Quest 
For Quality 


Background checks of employees, partners and clients form a critical 
first step in managing business risk. Quest Research has built a 
multimillion-dollar business by refining and mastering the process 


WHEN A LARGE American financial insti- 
tution in Hong Kong was looking to find 
someone to run its China operations it took 
the precaution of hiring a firm to check the 
backgrounds of its candidates. This was 
just as well. One of them from the main- 
land, claiming to be a deal maker with 
extensive connections, on closer inspection 
turned out to have been the interpreter 
on the deals he said he had closed. 

In another instance, a hypermarket was 
looking to recruit a south China sales agent. 
The Hong Kong office was reluctant to 
screen the candidates but was pushed into 
it by its European head office. As a result, 
one of the candidates subsequently admit- 
ted that a four-month period that his cur- 
riculum vitae said was spent travelling 
around Europe was in fact spent in jail. He 
had been found guilty of selling counter- 
feit compact discs in Guangdong. 

"It's all about knowing who you trans- 
act with on a daily basis,” says Michael 
Short, co-founder and managing director 
for business development at Quest 
Research, the company that carried out 
these background checks. 

Short and John Baxter, both former 
Hong Kong police officers, started Quest 
Research in 2000 above a sauna on the 
fringes of Hong Kong’s Central business 
district. Since then, the danger of terror- 
ism and increased security risk for global 
business has resulted in soaring demand 


By Howard Winn/Honc Kono 


for pre-employment screening, along with 
background checks on clients, vendors, dis- 
tributors and business partners. Four years 
later the start-up business has become a 
multimillion-dollar business occupying an 
office in upmarket Alexandra House in the 
city’s financial heartland. 
Pre-employment and other back- 
ground screening is well established in the 
United States and in Europe, which is why 
Quest's main clients are U.S. and Euro- 
pean financial institutions and multina- 
tionals operating in Asia. However, Asian- 
based companies have been less enthusi- 
astic, viewing it as an unnecessary cost. 


KEEPING A 
CLOSE WATCH 


* Quest Research focuses 
on a key aspect of 
managing risk— 
background checks 


* Prospective employees, 
partners and clients are 
screened 


* Quest monitors 35 
governmental lists of 
banned entities and 
aggregates them 








But the terrorist attacks on the U.S. on 
September 11, 2001, and the reaction to 
them have changed that attitude. “After 
the . . . attacks there was a big change in 
the regulatory environment, particularly 
for financial institutions,” says Short. 
Within weeks of the attacks, U.S. Presi- 
dent George W. Bush issued an executive 
order which included a list of individuals, 
entities and groups believed to be con- 
nected with terrorism. The list is main- 
tained by the Treasury Department's 
Office of Foreign Asset Control and has 
been combined with the Specially Des- 
ignated Nationals and Blocked Persons 
list. It is almost 100 pages long and 
contains thousands of names. 

"If any U.S. business does business 
with any companies or entities on this 
list, even unknowingly, they are commit- 
ting a criminal offence and could go to jail," 
says Short. The Patriot Act, passed shortly 
after the 2001 attacks, was another piece of 
U.S. legislation that has wide-ranging 
implications for businesses. It sought to 
strengthen anti-money-laundering laws 
and was directed at cutting off terrorist 


sources of finance and the use they were 
able to make of the U.S. financial system 
before the attacks. Financial institutions 
are now required by law to implement 
special account-opening procedures, and 
to institute screening of customers. 

Businesses also need to be aware of 
the Foreign Corrupt Practices Act, which 
relates to bribery in respect of securing 
contracts and maintaining a business 
overseas. Politically exposed persons are 
another business risk. These include 
rulers or senior officials and their fami- 
lies and friends who are likely to have 
acquired funds through corruption or 
by illegally diverting government funds. 
Businesses face the risk of criminal 
charges in assisting in money laundering, 
lawsuits, and damage to reputation. Busi- 
nesses also have to ensure that they and 
their counterparts are in compliance with 
the Sarbanes-Oxley Act, which covers 
corporate transparency. 

“The U.S. is very good at saying this is 
our legislation and though you live some- 
where else you have to abide by it,” says 
Short. “The Patriot Act is a prime example. 





It is U.S. legislation but it applies to any 
entity or organization which does business 
with a U.S. entity.” 


STANDARD PRACTICE 

Before the 2001 attacks, screening was 
something that was best practice—now it 
is standard. “As a result of these new reg- 
ulations, banks need to know their clients, 
whose money they are accepting or trans- 
ferring and who they are providing with 
trade finance. Multinational companies 
shifting container loads of high-value goods 
around the world need to know who their 
distributors and end clients are.” Compa- 
nies, particularly in the financial sector, 
need to know who their employees are. 
“Failure to comply with these regulations 
can result in criminal prosecutions, fines 
and ultimately prison sentences. The law 
says firms have to carry out enhanced due 
diligence,” Short points out. 

The screening industry has also bene- 
fited from the heightened activity of the 
Financial Action Task Force, which is an 
inter-governmental agency. It drew up a list 
of 40 recommendations that set out a basic 


framework to counter money laundering 
These were revised in 1996, and the 
again in 2003 in the wake of th: 


attacks, in an effort to denv terrorists 
and their supporters access to the inter 
national financial system. Since thei 
number of monetary authorities such 
those in Hong Kong and Singapore hav 
incorporated these recommendations into 
their regulations. Pre-screening of bank 
managers, for example, is now mandatory 
in these jurisdictions 

Quest Research has also seen n 


increase in business arising tron 
increase in the outsourcing of back-offic 
operations to India by information-tech 
nology companies and banks in recent 
years. Outsourcing is a huge business 


worth $12 billion a vear and empioying 
thousands of white-collar workers. It is still 
growing and needs around 50,000 new 
workers a year, most of whom require bach 


ground screening. According to business 
consultancy Gartner, security and privacy 
concerns are set to replace job losses as the 
main issue in the increasing campaij 
against outsourcing. This t 


neans that hirms 


have be careful about who they hii 
The response to the E attacks and 
the outsourcing boom in India haw 


. 


helped Quest to grow rapidly fron 
tial two founders to its current level of 35 
employees with offices in Hong Ko 
Beijing, Perth, Singapore, Dubai, Mun 
bai, Bangalore and New Delhi. Sho: 
Quest does more screenings than all th 
other firms in Asia put together; clients 
include most of the big financial institu 
tions in Hong Kong, Singapore and else 
where in the region 

Short and Baxter developed the idea foi 


their company after joining the risk-mai 

agement industry after leaving the Hong 
Kong police force. It's an industry that 
has grown up in Asia during the past 


decade, particularly since the onse! 
Asian financial crisis. They perform a vari 
ety of functions, including pre-employment 
screening, intellectual-property investiga 
tions, fraud investigations, due-diligenct 
inquiries, and contingency planning 


two founders, following busines: 
from the U.S., focused on one aspect ol 
this business and commoditized 

“We saw that there was so much mor 
that you could achieve by focusing oi 
distinct product and providing good kb 
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value and giving people what they 
wanted, "says Short. "We have also 
tried to take the ‘smoke and mirrors’ 
out of the industry. This is one of 
the things that sickened me when 
I worked in the industry. The so- 
called China expert would say, 
'China is a very difficult place to 
do business—its all done on con- 
tacts. We can get that information 
for you but it is going to cost thou- 
sands of U.S. dollars for us to give 
you a read on the background of this 
company.' It's nonsense, absolute 
nonsense. We have cut through 
that. We put a lot of people's noses 
out of joint because they can't com- 
mand that fee any more." 

According to Short, much of the 
information on individuals and 
companies is publicly available even 
in places like Indonesia and China. 
“You just have to know where to 
look," he says. 

But Steve Vickers, president and 
CEO of International Risk, says that 
though screening is an important 
first step, "it is not a panacea—it 
is part of a risk-mitigation strategy. 
On its own it won't prevent serious 
fraud, money-laundering or corporate 
malfeasance." A lot of companies will 
do screening but they won't do due dili- 
gence—which goes beyond the screen- 
ing—because they think it is enough. For 
some companies pre-screening employ- 
ees is required for insurance purposes. 

One of the problems for individual 
firms in keeping up with the lists of 
banned entities is that there are numer- 
ous lists produced by governments and 





CAUTION: That is Michael Short's point 


that unlike others, Quest Research is more 
focused on Asian risk. 

Last November, Quest strengthened its 
IntegraScreen product when it signed a 
deal with U.S.-based Language Analysis 
Systems, one of the leaders in name-recog- 
nition technology. "It's not enough hav- 
ing the database—you have to be able to 
use it in a smart way in order to get the 
information you want," Short explains. 
Asian and Middle Eastern names pose a 


INDIAN POLICE SEIZED 39,000 FAKE EDUCATIONAL 
CERTIFICATES; IN CHINA THERE ARE 600,000 MORE 
DEGREES IN CIRCULATION THAN THOSE AWARDED 


global agencies but there is no central 
repository. They are updated irregularly 
and stored in different ways. Quest 
Research monitors some 35 lists which it 
puts together as a product it calls Inte- 
graScreen Online-Asia. Most of the work 
is done in India, where some 280 of 
Quest Research's 350 employees are based. 
It's not alone in doing this, but Short says 


problem in that they can be transliterated 
in a number of ways leading to time- 
wasting "false-positives" from database 
searches. For example, there are about 
395 different versions of the name 
Mohammed, and the Chinese name Chan 
can be variously transliterated as Chen or 
Tan, making it easy for a name to be missed 
when using traditional search methods. 


So what does all this screening 
show up? "A lot of people lie about 
their educational qualifications, 
their salaries and their job titles. 
In about 896 of pre-employment 
screening that we do, there are large 
enough discrepancies for us to pick 
up the phone and tell the client, 
‘You should talk to your candidate 
about this’,” says Short. 

Indian police recently seized 
39,000 fake educational certificates 
in one day. The Chinese government 
estimates that there are at least 
600,000 more degrees in circulation 
than degrees awarded. Serious dis- 
crepancies run to about 1.5%, and 
include people who have been fired 
when they say they left, stolen from 
the company and been dismissed, 
and other forms of dishonesty. 

Vickers points out that screen- 
ing will only verify what is docu- 
mented somewhere in the world. “It 
doesn't expose counterfeit docu- 
mentation and exposes only where 
public records exist and can be 
accessed, and wort cover situations 
like you get in the U.S., where the 
human-resources departments will 
say only that a person has worked for the 
company for a period of time and will not 
reveal whether or not he left because of 
malfeasance." 

Short says that the main risk for com- 
panies that don't screen, particularly for 
financial institutions, is to reputation. If 
there's another terrorist outrage and the 
funds for it were channelled through 
an investment bank, the damage to the 
bank's reputation would be immense, 
Short believes. He adds that while it might 
appear to be normal business practice to 
check into the backgrounds of business 
counterparts, a lot of companies couldn't 
care less as long as they were getting a 
good deal. He believes investment banks 
are pretty tight: "It's too dangerous for 
them not to be." 

But it's a different story for multina- 
tional companies. “I think a lot of [them] 
haven't the faintest idea who they are 
doing business with. They only have a 
vague idea of the company's name. They 
have no idea who owns it or where they 
would start if anything went horrendously 
wrong," he says. = 
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It’s not the extensive grounds. 
It’s the extensive privacy. 


Odd, isn’t it, how privacy becomes such a rarity, once wealth reaches 
a certain level. Recognising its critical importance, we've ensured 
that discretion is a fundamental ingredient of our Private Banking 
service. Client confidentiality underpins every transaction, and every 
piece of advice, for every client. Because privacy is not a privilege 


- it's a right. 


www.abnamro.com/privatebanking Beyond wealth P ABN-AMRO Private Banking 
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INVESTING 


Singapore Inc. 
Diversifies 


In its drive to diversify, Temasek, the Singapore 
8 
government's investment arm, has become one of 
India’s biggest private-equity investors 
88 qui 





By Eric Bellman/Mumpai 


MANISH KEJRIWAL, managing director at Temasek Holdings 
Advisors India, likes to show off his new office and its expan- 
sive views of the Arabian Sea. He found the space, rebuilt the 
office and moved in his staff in around three weeks this 
March—a speed unheard of in a city where property deals usu- 
ally take months. More surprising than his instant office, 
though, is how Temasek 
the Singapore government—has plunged into India. It's 
quickly become one of India's largest private-equity investors, 
investing close to $1 billion in less than a year. 
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the well-heeled investment arm of 


CORE BUSINESSES: Temasek has bought into areas of future growth such as banking, outsourcing and health care 


India’s ability to draw heavyweight investors like Temasek 
and the speed with which they are moving is a signal that 
the Subcontinent continues to be an attractive investment for 
those taking a long view and seeking to diversify their port- 
folios. "This is our first office outside Singapore and it's a 
reflection of our optimism about India," Kejriwal says. "We 
are the new kids on the block, but when we see opportunities 
we move in quickly." 

In the past ro months, Temasek has been snapping up 
chunks of some of India's most promising companies. It 
bought a 996 stake in one of India's most dynamic banks, 
ICICI Bank; a 5% stake in the hi-tech hospital chain Apollo 
Hospitals Enterprise; and a stake in outsourcing company 
ICICI OneSource. It has also poured hundreds of millions 
into other funds that specialize in technology and power- 
sector investments in India. 

While it has nearly $90 billion in assets, Temasek is lit- 
tle known outside Southeast Asia because most of its invest- 
ments have been in Singapore. Temasek was incorporated 
in 1974 to hold the Singapore government's investments, and 
for decades it has been an opaque entity that has helped grow 
most of Singapore's top companies. Temasek-led companies— 
which include DBS Bank, Singapore Airlines and Singa- 
pore Telecommunications—make up 34% of the Singapore 
stock exchange's market capitalization. 

Temasek's drive into India is part of an aggressive diver- 
sification plan, sparked by executive director Ho Ching, who 
is also the wife of Singapore's Prime Minister Lee Hsien Loong. 
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e company plans to reduce 
its exposure to Singapore from 
around 7596 today to 3396 over 
"the next six years. It plans to 
have another third of its money 
in developed markets such as 
Japan and the United States 
-andathird in developing Asian 
markets such as Indonesia, 
"Malaysia and India. 

The stakes for the city-state 
are high. Singapore wants to 
create a cadre of global com- 
panies in order to diversify its 
economy, which is still reliant 
on electronics manufacturing 
-and has seen some of that core 
business shift to China. Cor- 
porate Singapore can wring lit- 
tle more from its own econ- 
omy, so its cash-rich compa- 
nies and Temasek have to 
invest abroad to grow. 

“Singapore needs to build 
"its income from overseas assets 
and Temasek seems to be at the 
sharp end of that," says Peter 
Douglas, principal at GFIA, a 
hedge-fund consulting company in Singapore. "Temasek 
should be looking for high-yielding opportunities and bet- 
ter returns, and most of those are outside Singapore." 






FLEET-FOOTED 

For a state-owned colossus Temasek has been surprisingly 
nimble in India, investors say. "They are fairly savvy invest- 
ment professionals, but their biggest advantage i is being 
able to move quickly," says Puneet Bhatia, managing director 
of Newbridge Capital, a private- equity fund that has invested 
in some of the same companies as Temasek. 

Kejriwal says Temasek’s belief in the Indian growth story 
is responsible for its aggressive posture. Kejriwal's connec- 

‘tions have also been key to helping Temasek find good deals 
and finalize them quickly, analysts say. 

Before joining Temasek late last year, Kejriwal spent 10 
years at consulting firm McKinsey & Co. As head of its cor- 
porate finance and mergers-and-acquisitions business in 
India, he learned what works in India and what doesn't as well 
as which companies have the best management. It also doesn't 
hurt that he is related to one of India's top business leaders, 
analysts say. His father-in-law is Rahul Bajaj, chairman of 
motorcycle-and-scooter-maker Bajaj Auto. 

Temasek is using its speed and strength to make big bets 

.. on India's growth and the potential of its highly educated 
 butlow-paid population, says Kejriwal. “We are looking at those 

- sectors which will be a proxy for India's growth and sectors that 

- will benefit tremendously from the indian advantage.” 

_. Temasek’s investment in ICICI Bank is one example, he 
































TEMASEK’S SHOPPING SPREE 
Major public deals for 2003 and 2004 
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says. Outsourcing, biotech- 
nology and car parts are co 
industries Temasek sees.a 
the most promising. But whi 
o its investments have got 
© smoothly so far, analysts ga 
“Temasek could run into trot 
; -ble if it keeps investing ix 
5 ETE panies at this rate. Corp 
: PU and the government ma 
reluctant to hand over t 
“agement control and cor ipa j 
secrets to an arm of a foreign 
government. WR 
^. Temasek's parentage--its | 
10% owned by the Ministry of | 
Finance—-occas ionally lends | 
political overtones to its over: | 
seas investments. When Sio- 
sapore ST Telemedia, a Tem- 
asek-linked company, took a 
stake in Indonesian telecoms. EL 
company Indosat in 2002. 
EE C strikes broke out as disgruntled 
workers bristled at the idea of 
working for Singaporeans. D 
-  Analystssay Indian tegul m 
- tors still have todecide whether —— 
to treat Temasek as just anoth or investor, aforeign govern- —— 
ment or even a foreign airline, bank or phone company. 
because of the stakes it holds in those industries. Any restric. 
tions on its investments will depend on how the govern- 
ment classifies them. Against that, Kejriwal argues that 
Temasek should be treated like any other investor. 

Indian companies have welcomed Temasek as an investor. 
because it has a history of sticking with its investments for m 
more than five years, where other private-equity investors might —— 
look to cash out as early as three years into an investment. “We ——— 
were very interested in finding a strategic investor who w ould 
not just give us money, but would also help us develop basi: 
ness,” says Rahul Basu, chief financial officer of outsourcing 
company ICICI OneSource in Mumbai. Temasek reporte diy 
invested around $30 million in the company in August. 

Temasek can also provide instant access to Singapore's top 
companies. The top executives of ICICI OneSource, for exam 
ple, took a tour of other Temasek-linked companies in Sep E 
tember in the hope of generating more business. 

Kejriwal says he wants to do more than bring cash and 
connections to India, though. He also hopes to use Indian 
investments and executives to improve the way Temasek- 
linked companies outside India are run. At the re juest of os 
Temasek, some Indian executives—for example, Deep: ak 

Parekh, chairman of Housing Development an dr nina ince 
Corp.—have been put on the boards of Singaporean compa- 
nies. “This will give them a much deeper perspective of india 
and the India opportunity,” he says. $ 

Cris Prystay in Singapore contributed to this artic ie 
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AUSTRALIA 


Powder Keg 


A building-products company sets off a storm 
over compensation for asbestos victims 


By Jan McCallum/ MELBOURNE 
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TOs ASBESTO 


FURIOUS: Building workers protest against James Hardie 


ASE 


IT HAS BEEN described as Australia’s most disliked com- 
pany and there have been calls to boycott its products. Build- 
ing-products manufacturer James Hardie Industries exem- 
plifies how quickly a company’s reputation can be damaged by 
poor crisis management. In fact, an inquiry into Hardie’s treat- 
ment of asbestos victims may lead to the prosecution of its exec- 
utives and affect asset transfers by Australian companies if it 
leads to changes in the country’s Corporations Law. 

James Hardie made products containing asbestos, popu- 
lar from World War II to the mid-198os as insulation and in 
walls and floors. Asbestos fibres have since been found to cause 
deadly diseases, and the use of asbestos is now banned in Aus- 
tralia. Illnesses that can be caused by it include mesothelioma, 
a form of cancer that can take 30-50 years to develop and has 
no cure. Increasing numbers of sufferers are now surfacing 
and the incidence is expected to peak around 2020. 

Miners and manufacturers of asbestos, as well as organi- 
zations that used it in their buildings, are facing compensa- 
tion claims from sufferers. James Hardie established a A$300 
million ($210 million) compensation fund under the auspices 
of a foundation for victims in 2001, and then moved its own 
domicile from Sydney to the Netherlands. The company trans- 
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ferred its asbestos liabilities to the foundation, but last year 
the foundation announced its funding might not meet all 
claims, which have been estimated at over A$1.5 billion. 

Outrage erupted when the chief executive of James 
Hardie, California-based Peter Macdonald, said last October 
that the company had no legal or other obligation to give 
the fund more money and would vigorously defend any legal 
action against it. 

The state government of New South Wales set up an 
inquiry into the foundation amid allegations that the com- 
pany had underfunded it and then moved to the Nether- 
lands so it could not be legally pursued. The inquiry has 
smeared the company's reputation, with terminally ill victims 
and unions accusing executives of fraud and deception and 
campaigning for a boycott of all Hardie products. 

The inquiry report, issued in September, described a "cul. 
ture of denial" within the company and found that a com- 
pany statement that funding would be sufficient for victims 
was misleading and deceptive. Macdonald and the chief finan- 
cial officer, Peter Shafron, have stood aside while the matter is 
investigated by the corporate watchdog, the Australian Secu- 
rities and Investments Commission, though Macdonald still 
runs business operations from California. The company has 
now said it will compensate all legitimate victims and has 
opened talks with the Australian Council of Trade Unions on 
a new compensation scheme that would be faster and cheaper 
than court action for victims and the company. 

Hardie is not the first company to be embroiled in an 
asbestos controversy, but it seemed unprepared for problems 
with victims, say analysts. It was a disaster waiting to happen, 
according to Melbourne-based Ross Campbell, principal 
and managing director of international crisis-management 
consultancy Ross Campbell and Associates. He describes 
Hardie as "probably one of our worst-case scenarios in recent 
years" and an example of what happens when companies 
do not prepare for disaster. 

"This is really crisis management after the event and the 
possibility of early-warning systems and threat identifica- 
tion obviously wasn't part of the way the company did its plan- 
ning in this sensitive field," he said. 


OUTRAGE ERUPTED WHEN CHIEF 
EXECUTIVE PETER MACDONALD SAID 
THE COMPANY HAD NO OBLIGATION 
TO GIVE THE FUND MORE MONEY 


While the company, victims and unions work on estab- 
lishing a new compensation fund, asbestos-related dis- 
eases remain a ticking bomb. Macdonald has said the com- 
pany's subsidiaries that manufactured asbestos products are 
only two of 150 defendants involved in Australian litiga- 
tion. And though new use of asbestos is banned, it remains 
in many buildings and may unwittingly be disturbed by 
householders renovating their homes. = 


In a random on-the-ground survey, 
10 out of 10 executives subscribed to 


the belief that Early to rise does 
make one wealthy and wise. 


It's easy to see why the business world is waking up to 
Asia Squawk Box. With Anchor Bettina Chua you will enjoy a 
refreshing new take on how the business day closed in the 


U.S. and how it will unfold in Asia. Tune in to Asia Squawk Box, 


it’s all you need to face a fresh new day. www.cnbcasia.com 
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“ Standing tall as the sky and firm as\the ground ” 
A A 


Jennie Chua 
Chairman & Chief Executive Officer 
Raffles International Hotels & Resorts, 
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Jennie Chua’s interest to learn Tai Chi could be | 3 TM 
traced back to her Buddhist beliefs. At work, NEA . 
she successfully leads a global hotel chain, flying E s d 
the flags of the legendary Raffles and Swissotel aa 
brands. New insights built from a foundation of E 
heritage - which is also the reason why she's | 

a fan of Nátional Geographic Channel. 
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High oil prices and flagging global demand for its 


exports are straining the trade balance and the economy 


By Shawn W. Crispin 

Thailand, one of Asia’s fastest expanding econ- 
omies in 2003, is showing signs of a slowdown. 
A series of economic shocks—including spik- 
ing global oil prices, the re-emergence of bird flu 
and an unexpected new surge of nonperform- 
ing loans in the banking system—have all hit 
business confidence. 

The surge in fuel imports drove Thailand’s 
import bill up 37% year on year in August, and 
sagging global demand plunged the trade balance 
into deficit and put new pressure on recently 
replenished national coffers. Oil imports now 
account for between 8% and 9% of Thailand’s 


SLIPPERY SLOPE 
Thailand's trade balance in 2004 has 
once again swung into deficit 
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GDP, nearly double the recent historic moving 
average of around 4.6% of GDP, according to 
Phatra Securities research. 

Those rising costs have hit manufacturing. Fac: 
tory-usage rates fell from 71.3% to 66.7% betweet 
July and August. Production of electronics and foo 
two of Thailand's largest export items, decline 
line with slowing global demand and raw-m 
als shortages, according to official statistics. Ar 
Bank of Thailand survey of top Thai execu 
showed that business confidet | 
consecutive months to the 
Stock Exchange of Thailand 
rallied on foreign buying, is still 
this year, the worst performance in Asia. — 

Policymakers have endeavoured to but 
economy from rising global fuel prices thro 
sidies, which some economists project could cost 
the government as much as 70 billion baht ($1.63. 
billion) if global prices remain at or near the current. 
$52 per barrel for the remainder of this year. Sub- 
sidies have so far helped keep domestic consump- : 
tion buoyant. Domestic consumption grew 3.226. 
year on year in August, a notable jump up from 
July's 2.2% growth. New vehicle sales jumped in ^ 
August in response to new excise-tax cuts. | 

Some Bangkok-based economists doubt thatthe 
trend is sustainable. That's because the government _ 
recently announced plans to scale back subsidies 
and allow fuel prices to float more freely in 2005... 
Kazi Matin, chief economist at the World Bank in. 
Bangkok, estimates that rolling back subsidies will 
shave 196 off Thailand's GDP next year. 

Prime Minister Thaksin Shinawatra has said 
that his government's infrastructure-spending - 
plans will buffer the economy against external 
shocks and spark new domestic growth begin: : 
ning in 2005. His cabinet recently increased 
the amount it wants to spend on new roads, rai 
ways and government buildings from 1.1 tri 
lion baht to 1.7 trillion baht over the next f 
years. Some independent economists, howev 
question whether Thailand has that much fiscal 
room to manoeuvre, 

Economic officials say that part of the hoped- 
for 1.7 trillion baht will arise from private-sec- 
tor sources and that new public investments. 
will not significantly affect public debt, which | 
is currently around 45% of GDP, according to^ 
official statistics. 

Independent economists contend that if pri- 
vate firms do agree to help finance low-yielding 
infrastructure projects, they will require the entice- 
ment of government guarantees on their invest 
ments, which by international accounting stan- 
dards would appear as new liabilities on the: 
national ledger. Œ 
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ECONOMIC DATA __ | _IN THE SPOTLIGH 
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WOMEN ARE STILL PAID LESS 


My Household Income 
$ (000) | 0 | 50 100 150 200 250 300 350 
Hong Kongers | 
Japanese 
Australians 
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Earnings By Sex And Age 
$ (000) | 0 25 50 75; uoo (125 150 175 200 
Men | 
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o 3544 
x 45-54 
- Over 55} 


LAGGING: If you 
are young and 
female, you're 

disadvantaged in 
earning power 
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My Personal Income 
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HONG KONG BUSINESS people have edged ahead 
in the salary race to steal the No. 1 spot from their 
counterparts in Japan, who were last year's top 
earners. Executives in the special administra- 
tive region of China earned $247,742. Moving up 
the chart to third place were Australians (who 
were fifth last year), helped in U.S. dollar terms 
by their currency's strength. Taiwan dropped 
from third to fifth place, while Singapore held 
steady at fourth. 

All in all, it was an impressive performance 
by Hong Kongers, considering their handicap in 
having a currency linked to the U.S. dollar. And the 
Australians did well, too, pulling down $188,000— 
a 3696 rise over their $137,500 last year. 

Now look at the household-income chart. 
When spouse (read: female) income is patched in, 
Hong Kong's small lead over Japan becomes huge. 
The implication is that businesswomen in Hong 
Kong earn fairer salaries than their counterparts 
in less equitable, more sexist Japan. 

But across the region, the picture for women 
is not so good. The average female respondent 
earned $90,300, just 5696 of the $161,636 salary 
of the average male respondent. Age also played 
a role. The big earners are the people in the 
45-54 age bracket, with younger and older people 
receiving markedly less. Since the middle-aged 
worry endlessly about everything from waistlines 
to job security to thinning scalps, perhaps we can 
forgive at least some of them getting a rare bit 
of good news. = 


_. Foreign currencies 
^. Savings accounts 
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THE PRINT MEDIA still comprise the key sourceo 
business news for investors—but the Internet 
coming up fast. On average, 5996 of responde 
trusted financial magazines and newspaper: 
their business data, against just 35% for the 
However, there were a number of places where! 
race between print media and the Internet was vi 
close. For instance, in Taiwan and South Korea, th 
Net was breathing down the neck of business pul 
lications as a news source. The ubiquity of screer 
these days means that the threat to print med 
is only likely to grow. 

Once you've got investment information, 
what do you do with it? Most people place thei 
cash with ordinary banks or brokers, thoug 
almost two-fifths of people now have a privat 
banker: a specialist who deals with investors w 
$1 million or more. Australians were particular! 
attracted to the idea of having a wealth man ; 
ager on side, with one in two opting to build. 
private- -banking relationship. The leading ban 
offering a range of special services for the ric 
are the predictable ones: HSBC, Citigroup an 
Standard Chartered. 

Where's the hot money flowing? In two dire: 
tions: toward real estate and toward stocks ar 
shares. It's being pul led away from art, antiques 
and precious metals. & 
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LESS MUNEY, MORE CARS 


I'm Getting A New Car Soon 
%1 0) (10; 120; 130) (40) (50) 160 


DRIVEN MAN: 
Three cars meet the 
family's needs 


BUSINESS PEOPLE IN poorer countries have more 
cars than their counterparts in rich ones. This curi- 
ous anomaly means that the top car owners, in 
order, are: Filipinos, Thais, Indonesians and Malay- 
sians. Many of them have three-car families. Mean- 
while, those slick executives in Hong Kong and 
Singapore are bottom of the list, with each fam- 
ily having only one or two cars. This can partly 
be accounted for by geography. You don't need cars 
to get around dense, packed cities like Singapore 
or Hong Kong. In contrast, in the Philippines, 
Thailand, Indonesia or Malaysia, you can spend all 
day driving through lush countryside to cloud- 
topped mountains or glorious beaches. 

When it comes to car makers, only two coun- 
tries count: Japan and Germany. They have the 
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Cars In My Household 
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What Counts In Car-Buying 
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What I Drive 
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Asian car market stitched up between them, with 
Sweden's Volvo following in their wake. 

The king of car makers for Asia remains Toy- 
ota: it remains in the No. 1 spot it has retained 
for years. The other big players from Japan are 
Honda, Nissan and Mitsubishi. From Germany, the 
smooth grandeur of Mercedes-Benz puts it ahead 
of the sportier, lower-wheelbase ride of BMW. 
though both were highly popular. & 
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CHINA, MALAYSIA ARE HOT SPUTS 


MALAYSIA HAS BECOME a top vacation spot for 
people in Asia. For the first time, it has caught up 
with Thailand, traditionally the favourite holiday 
destination in the region. China is also growing 
in importance as a hot spot for pleasure trips, 
offering a wide range of packages from historical 
Beijing to the tropical beaches of Hainan. That's 
a trend that has been growing for some time and 
can only accelerate. 

When we consider business trips and personal 
journeys together, we find that China and Malaysia 


Our Favourite Holiday Spots 
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are the top two destinations, followed by Indone- 
sia and Thailand. Although slick, futuristic cities 
like Tokyo, Hong Kong and Singapore get a lot of 
the attention, the real “action” seems to be focused 
on larger, less-developed nations, which still offer 
excellent value both to business investors and to 
adventurous holidaymakers. 

The implication? Next time you fancy a beach 
holiday, your travel agent may well offer obvious 
haunts such as Phuket alongside less predictable 
destinations in Malaysia, China and Indonesia. 

The top two destinations outside the Asia-Pacific 
area continue to be Britain and the United States. 

Business people are spending fewer days in 
hotels compared to last year, with an average of 20 
room-nights against 23. But the biggest travellers 
are still Australians and Hong Kongers. These two 
communities are very different in size, yet share 
a key characteristic—because of geographical cir- 
cumstances, their business people need to be on 
the move to make things happen. = 


Nights Spent In Hotels 
Room-nights _0 5 10 15 20 25 30 
Australians. | 
Japanese 
omi ——————-— 
Thais! 
Indonesians 
Taiwanese 
Malaysians 
South Koreans 
Filipinos 


Average 


Top 10 Destinations In Order 
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10 Asia-Pacific 
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WINE GOING GLOBAL: “Are you sure this vintage Bordeaux is from China?” 


TIME FUR A DRINK 


CHEERS! Or perhaps we should use say bottoms- 
up in Chinese: Ganbei! The top drink among busi- 
ness people in Asia today is wine, though soft 
drinks are almost as popular. And it's not snake- 
bile wine, but European stuff—or European style, 
anyway. We thought we'd end this series of surveys 
with a toast to business in the Asia-Pacific region 
by looking at what people are drinking. 

While it's impossible to survey every label on 
the shelf, Denmark's Carlsberg was an extremely 
popular beer, far ahead of the United States' Bud- 
weiser. Among the whiskies, Chivas Regal and 
Johnny Walker were very popular, with cognac con- 
noisseurs raising their hands for Hennessy. 

The top drinkers in this region are the Aus- 
tralians, a fact which will come as a great surprise 
to absolutely no one. They lead in most categories. 
For example, 9796 of Australian respondents 
drank wine, while only 59% of Indonesians did. 
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Similarly, 81% of Australians drank beer, while 
only 59% of Thais did. Among Asians, the rela- 
tively big drinkers were South Koreans. Indeed, 
more South Koreans drank whisky (61%) than 
Australians did (60%). Asians generally drank less 
than Aussies, and the people most likely to skip 
the alcoholic drinks entirely and opt for 7-Up 
are Indonesians. 

Watch out for new drinks from China, such 
as Kongfu Jiajiu (Confucius’ Family Wine) and 
Xingrenlu (Almond Drink). It’s not clear what 
Confucius would say about his name being used 
for booze, since he warned: “Never drink so much 
you become confused.” In other words, confu- 


sion isn't Confucian. = 


The complete research report will be available for pur- 
chase at www.feer.com/reports or book yours in 
advance by e-mailing djresearchasia@dowjones.com. 


Some Labels On My Bottles 
% (0 10; 120) (30) (40) (50; 160 
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My Favourite Drink 


Wine 


Branded water 


Non-alcoholic drinks 
Beer 
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ANNALS OF JUSTICE 


A Poisonous 


Legal Legacy 


Did Sadamichi Hirasawa kill 12 people in a Tokyo bank in 
1948? The courts say he did, but he died protesting his 
innocence. The fight to clear his name goes on—testimony, 
some say, to long-standing failings in Japan’s legal system 


By Tim Hornyak/Toxyo 


TAKEHIKO HIRASAWA is a patient man. He spends his days 
sifting through old records, analyzing legal briefs and attend- 
ing meetings. Progress is glacial, success practically a mis- 
sion impossible. The 45-year-old Tokyo resident isn't a high- 
powered lawyer, but an unemployed crusader in an appar- 
ently endless and mostly forgotten court battle. His goal: To 
clear his adoptive father's name in one of the most infamous 
cases in Japanese criminal history. That's no small feat when 
youre up against Japan's notoriously intractable judicial system 
as well as six decades of history. 

January 26, 1948, was a chilly, miserable Monday in war- 
ravaged Tokyo. Lashed by rain and sleet, the bomb-cratered streets 
were thick with traffic, blackmarkets and mud. In the north- 
west corner of Tokyo, staff at the Teikoku Bank's small Shiina- 
machi branch were closing their books for the day when a man 
knocked at the door. The after-hours visitor wore the armband 
of a city health official and identified himself with a doctor's name 
card. He announced that dysentery had broken out in the area 
that day and that someone stricken with it had visited the branch. 
The visitor then dispensed a two-part liquid antidote into teacups 
for the branch's employees, drinking some of it himself. The staff 
followed suit, carefully following his detailed instructions to drink 
each dose one minute apart. 

Moments later, ro of the 16 who took the drug were dead. Two 
more would die in hospital. The “medicine” was poison. 

The killer made off with about ¥180,000 (worth about 
$73,000 today), leaving behind the doctor’s name card and a 
litter of bodies, including the branch caretaker's eight-year-old 
son. He also failed to take stacks of cash lying on the counter. The 
police launched a huge manhunt, questioning thousands of sus- 
pects. But evidence of bungling in a force still reeling from the 
impact of the war was manifest: The police failed to seal off the 
crime scene and well-meaning neighbours washed out the teacups 
that had held the poison. 





Solid leads were few. The crime produced 
Japan's first composite sketch, based on accounts 
by the four survivors. Under massive public pres- 
sure, in August 1948 police arrested Sadamichi 
Hirasawa, a well-known watercolour artist. 

There was no physical evidence against him. 
The only link with the attack was that he had once 
been given the name card of a real doctor, Shigeru 
Matsui, whose card was used in an apparently 
similar, but innocuous, incident in October 1947. 
In that case, a stranger had administered a 
harmless substance to staff at a branch of Yasuda 
Bank telling them it was a dysentery inoculation. 


STILL FIGHTING: 
Takehiko Hirasawa 
(left) hopes to win 

justice for Sadamichi 
Hirasawa (above), 
who spent nearly 40 
years on death row 





(A different name, Jiro Yamaguchi, was on the 
name card left behind by the Teikoku Bank killer.) 
Investigators concluded that the incident, and 
another at a branch of Mitsubishi Bank in January 
1948, were rehearsals. 

Hirasawa denied involvement but failed to sat- 
isfactorily explain how he had recently obtained a 
large sum of cash. In his favour, 11 people from the 
banks said initially he was not the criminal. In Sep- 
tember, however, police produced a confession, 
which Hirasawa retracted the following month. Nev- 
ertheless, in 1950 he was convicted of the crime 
and sentenced to hang. Hirasawa’s appeals ran out 
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"Japanese judges cannot be independent in enormously 


big public-interest cases ... 


ETSURO TOTSUKA, LAW PROFESSOR, RyUKOKU UNIVERSITY, KYOTO 


v 
v 


It took Takehiko and his supporters 15 years to compile the 
latest appeal. It focuses on their belief that the mysterious poison 
the victims swallowed, unidentifiable in autopsies, was not potas- 
sium cyanide but acetone cyanide, an organic compound. They 
say the former could not have produced the delayed effect the 
murderer used to ensure his victims' cooperation. The difference 
is also key in allegations that the poisoner was a former mili- 
tary doctor involved in Japan's Unit 731 and its covert wartime 
experiments on humans in China. 

"At the time, there was only a limited supply of potassium 
cyanide in Japan, so it would have been pretty easy to narrow 
the search for the criminal during the investigation," says 
Keiichi Tsuneishi, a science historian at Kanagawa University 
and an authority on Unit 731 and biowarfare. "Acetone cyanide 





LOST LIVES: The inside of the Teikoku Bank branch after the poison attack 


was being researched by the former Army Technical Research 
Institute as a poison, but personally I don't think they succeeded 
in developing it." 

Takehiko says acetone cyanide was under development 
by the Japanese Imperial Army as an assassination tool in the 
form of a two-stage poison, and that Tokyo police suspected mil- 
itary involvement in 1948. He points to voluminous investi- 
gation notes by Inspector Bunsuke Kai that cite Unit 731 as a 
probe target. 

“Unit 731 had a sister unit called Unit 1644, known as the 
Tama Unit,” he says. “It was one of the special mission units, and 


experimented on Chinese by telling them it was 
giving them preventive medicine. They were actu- 
ally given two-stage drugs in Shanghai and Nan- 
jing.” 

Takehiko believes Hirasawa, who spent the 
war on a farm in the northern Japanese island 
of Hokkaido, was made a scapegoat because 
United States occupation authorities intervened 
in the investigation to protect members of Japan's 
biological warfare teams, such as Unit 731 com- 
mander Lt.-Gen. Shiro Ishii, amid the Tokyo war- 
crimes trials. Declassified U.S. documents have 
shown how the Americans granted blanket 
immunity to Ishii's men in exchange for the 
results of their lethal experiments on thousands 
of prisoners. U.S. author William Triplett, whose 
1985 book Flowering of the Bamboo examines the 
heist in detail, discovered that Tokyo prosecutor 
Hajime Takagi had actually met Ishii in 1948 as 
part of the Teikoku Bank investigation. According 
to Kai's investigation notes, the general said in 
April 1948 that “it may be one of my men,” and 
later, in July, that “it’s definitely related to the army. 
I think so myself.” 


THE FACT THAT the “Teigin Incident” (the 
name is derived from the bank's full Japanese 
title, Teikoku Ginkou) is still in court 56 years 
after the bank heist is a testament to the notori- 
ous reluctance of Japan's courts to admit mistakes 
and for setting the bar for retrials impossibly 
high. There have been only four cases since 
World War II in which death-row inmates were 
freed following retrials. Indeed retrials are so rare 
that a request for one is known as the “closed 
door" in Japan's legal circles. 

Critics have also blasted the courts for their 
excruciating slowness in criminal cases, for mak- 
ing convictions based on coerced confessions, 
and for unfailingly accepting prosecution argu- 
ments: The conviction rate in criminal cases is 
close to 10096. Some also question the inde- 
pendence of the judicial branch in politically 
charged and high-profile cases. 

"Japanese judges cannot be independent in 
enormously big public-interest cases where soci- 
ety is on the side of the government," says Etsuro 
Totsuka, a law professor at Kyotos Ryukoku Uni- 
versity. "The general public trusts the police and 
prosecutors and the government. That's the gen- 


eral attitude." Totsuka says that out of fear of dam- 
aging their promotion prospects, it takes a brave 
judge to rule against the state. Defendants’ chances 
are better with older magistrates closer to receiv- 
ing their guaranteed pensions. 

In the Teigin case, reversing nearly 60 years of 
legal precedent might require a adc 
Still, observers such as author Mark 
Schreiber, a Japan crime specialist, 
speculate that the passage of time may 
also produce new revelations about the 
poisonings. ve ake CLUES? Investigation 
to think that there à 4 notes may indicate a 
remote possibility military involvement 
that [the truth] will in the poison attack 
come out some day, 
perhaps some day soon," he says. "The old 
guard in their mid-8os and gos are rapidly leaving 
us. Someone who might want to get it off his 
chest—who did it and why—I think by that time 
the repercussions would be minimal." 

Today, there's no sign of what happened in 
January 1948 in Shiinamachi. The Teikoku 
branch was closed soon after the crime. A new 
apartment building stands on the site, advertis- 














ing vacant units. Few locals are eager to talk about the case. 
Hiroshi Sekiguchi, 73, who helps park bicycles at a video shop 
down the street, says the murders continue to cast a pall on the 
community, and the movie and books they inspired haveri f 
. helped. “It was the biggest incident in the lawless 
period after World War I] because so many people | 
were killed at once," he says. “Young Japanese today dont 
even know the war took place. But everyone over $0 
knows about the crime, and it gave this place a black. 
image. Shiinamachi equals Teigin and Teigin equals: ie 
Shiinamachi. That’s why this area can never deve slop.” 2 
Asked about Hirasawa, Sekiguchi says he... 
believes he did it, then adds, “Hirasawa could not | 
have been convicted of it now, but back then the 
‘judicial system wasnt very good." 

Death-row convicts in Japan wake every morning not know- 
ing if it will be their last day: They are only infor med of their 
execution about an hour before going to the gallows. Hirasawa, 
however, continued producing paintings behind bars, includ- 
ing roo views of Mount Fuji. But his most lasting legacy was 
fuelling questions about Japan's criminal justice system. 

“If you ask the Supreme Court to reconsider a case where a 
human has been deprived of his most important right, the right 
to live," he said once in a secretly recorded conversation, "the court 
says it's out of the question. It's never even been discussed." & 
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MUM'S THE WORD: Family fun in Ríce Rhapsody 


RHAPSODY IN RICE 


A Singapore mum has three sons: The eldest 
two are gay, and now she's getting worried about 
the third. That's the starting point for Hong Kong 
director and screenwriter Kenneth Bi's bubbling 
family comedy Rice Rhapsody, which received its 
premiere at Pusan. 

Bi is better known for grittier fare, such as 
his work on Fruit Chan’s The Longest Summer, 
which told the story of a group of Hong 
Kong soldiers abandoned by the British 
government. But in Rice Rhapsody, he's 
come up with a highly entertaining com- 
edy of manners. 

Hong Kong actress Sylvia Chang plays 
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FILM 


Searching 


For a Home 


An acclaimed film-maher turns to documentary 
work to look at the treatment of Afghan refugees 
in Australia, writes Andrew Huang 


DIRECTOR CLARA LAW is best known for her work in 
feature films, but her latest work, a documentary, tackles a 
very real subject—the plight of refugees in Australia’s deten- 
tion camps. 

Letters to Ali was inspired by a newspaper article about a 
young Afghan boy stuck in a desert camp who struck up a 
friendship with an Australian family through letters. After 
almost two years of correspondence and attempts to get 
the boy a visa, the family decided to visit him, embarking 
on a road trip across the harsh Australian land- 
scape to the camp at Port Hedland in the north- 
west. Law and her film-maker husband, Eddie 
Fong, accompanied them, filming their jour- 


aternational ney on digital video. 


tival Law intersperses footage of the trip with 


Jen, a single mum who runs a restaurant 
in Singapore's Chinatown. Two of her sons 


interviews with friends, activists and public 
figures, like former Prime Minister Malcolm 
have already come out, so her only hope fast emerging as one of Fraser. The happy images of the Australian fam- 
for grandchildren lies with her shy third the region's most ily spending time on the road contrast sharply 
son, Leo, played by Tan LePham. He has a important movie events. with the dire situation of the Afghan boy. Graph- 
close—too close for Jen's comfort—friend- InReview reports on ics and captions raise wider questions: “What is 
ship with a high-school buddy. some highlights from home?” Law asks in the film. “Home is a place 

Into this mix, Jen introduces an allur- this year's festival 


Korea's Pusan Interna- 
tional Film Festival is 


















ing and fun-loving French exchange stu- 
dent (Melanie Laurent) in the hope that 
she will hit it off with her son. 

The comic wattage dims a little towards the 
end as Jen eventually comes to accept Leo for 
what he is. But Rice Rhapsody is still a tasty plate, 
with hints of the humour that animated Ang Lee’s 
The Wedding Banquet. 

Bi's direction is swift and taut, while Sylvia 


Chang turns in a captivating performance as the 
highly strung Chinatown mum. French actress 
Laurent, too, is a gem as a kooky sinophile. And, 
Suitably for a movie about a restaurant owner, 
there's an appearance by TV chef Martin “Yan 
Can Cook" Yan. ANDREW HUANG 


where we could go back to and feel safe." 

Ali was eventually given a bridging visa, and 
at the end of the film he's shown being released 
from the camp to stay with the Australian family. However, 
his status still remains unclear, and he could yet be returned 
to the camp. On legal advice, Law never clearly identifies 
the boy: When he finally appears, his face is electronically 
blurred, while the name Ali is a pseudonym. 

Speaking at the Pusan International Film Festival, where 
her documentary was screened, Law explained why she 
decided to take on the subject. *I feel there is a moral respon- 
sibility for a film-maker to tell the truth," Law says. "If these 
people weren't forced by reasons such as war and political per- 
secution, why would anyone want to leave his home to try 
to find another place where they're prejudiced against?" 

Law felt that a documentary—a new format for her— 
was the right way to tell Ali's story. "I was struck by the 
newspaper article and wanted to make a film about it," she 
explains. "As I started researching more about this story, I real- 


zed that the only way not 
o sabotage the story's 
iuthenticity was not to 
lramatize it." 

[deas of home and 
jelonging have often 
eatured in the work of 
_aw, who grew up and 
started her career in Hong 
Kong, and moved to Aus- 
ralia in 1995. In her 1990 
feature Farewell China, for 
instance, Maggie Cheung 
played a Chinese woman 





who goes to America in ON THE ROAD: Clara Law (/eft) followed a family travelling to meet a refugee that 
search of a new life. She's in 
pursued by her husband, who discovers when they're finally Farewell China, | would go to hell to find 
reunited that his wife has gone mad from loneliness. “I Law's soul-searching may be about t 
grew up in the colonial culture of Hong Kong where | Her next film, Like a Dream, is about 
never felt I belonged,” Law says. “I am always looking for a woman from Shanghai. “And somet 
the meanings of existence.” them ...a love story." As Law smi! 
Law admits she still feels like a stranger in Australia. "I've hinting that even those who are searc! 
lived in Australia for nine years and still don't feel it as home,” find meaning in love 
she says. "I'm still searching for home." That search has been indrew Hua a 
a recurring theme in films like Farewell China, Autumn Moon More from Pusan on pagi 


China's Automotive Industry: 
Building Competitive Advantage 


The second annual CEIBS 2004 China Automotive Industry Forum, organized by the China Europe 
international Business School (CEIBS), is the nation’s premier forum in which to gain new insights into 
China's evolving automotive industry as increased local and global competition are changing the 
environment. 


Government officials, vehicle manufacturers, component suppliers and vehicle distributors will come 
together on November 22, 2004, to address their vision on these new challenges. Be there as they 
share their insights and views on the challenges and opportunities for competing successfully in 
China's highly competitive automotive business environment. 
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CLOSE 


Japanese director Sai Yoichi's B/ood to become an exploitative factory owner 
and Bones, which had its world pre- and loan shark. His ruthlessness in 
miere at Pusan, is a powerful drama business is matched in his private life: 
about one man’s greed and its horren- He rapes a young married factory girl 


dous consequences, all against 
the backdrop of Japanese- 
Korean tensions in the early aud 
20th century. 

Adapted from Korean writer 
Yang Sogiru's best-selling novel 
Chi no Hone, the movie tells the 
story of a Korean who emi- 
grates to Japan in the 1920s. A 
Japanese star "Beat" Takeshi E- 3 
Kitano turns in a blood-chilling "fn 
performance as the Citizen ort; 


| f 
Kane-like anti-hero who suc- ~. 


ceeds only through cruelty and 


by destroying those around him. PAINFUL VIEWING: Powerful drama in Blood and Bones 


The film opens with a young 


Korean boy, Kim Sun-pei, seeing the city and forces her to marry him. Such 

of Osaka for the first time as he arrives violence will be repeated over and over 
on a ship from Korea. The ambitious again in Kim’s tangled life until he is 
Kim starts working in a factory, the first eventually, inevitably, undone. 
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TO THE BONE 


saga with aplomb. His use of long 
takes during fight scenes and his 
casual depiction of characters’ cruelty 
to each other heighten the tragic sense 
of how humans behave under 
extreme pressure. Production 
designer Toshihiro Isomi does 
an excellent job of recreating 
Japan in the pre- and post-war 
years, while cinematographer 
Tsuyoshi Hamad composes 
every shot with a well-meas- 
ured aesthetic. 

But it’s Kitano in the lead 
role who steals the show. With 
his menacing glares, almost 
stoic facial expression and 
animal-ike gusto, he turns in 
yet another stunning perform- 


ance. The movie's cut-to-the- 


stage in a career that will see him go on Director Sai handles this family 
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bone depictions of human cruelty 
make it at times almost too painful to 
watch. Yet it remains one of the best 
family epics in a long while. 


Andrew Huang 
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his Dish Is Delicious 


Asian food is popular around the globe, but it’s 


getting increasingly difficult to define 


THROUGHOUT HUMAN existence, one 
question has burned uppermost in the minds 
of people around the planet, regardless of 
their sex, race or culture: “What's for dinner?” 

And evolution has eventually produced 
the right answer: “Asian food" —which is now 
top of the culinary hit parade everywhere. 

But what is Asian food? The question 
might be better phrased: What isn't? 

For gourmand Allah Wasayo, the perfect 
meal is a nice carpet. Most people lack vari- 
ety in their diets, says the 55-year-old Pakistani, 
who likes to follow his lunchtime fillet of 
Axminster with a dish of broken glass and 
some grass clippings. 

Wasayo is just the latest in a long line of 
creative Asian diners who have featured in 
these pages, including a woman who lived 
largely on ice, a man who claimed to eat only 
air, a female who was eating her way through 
a beach, and so on. But unlike those "niche" 
diners, Wasayo also eats Western food. At a 
buffet in a five-star hotel in Karachi recently, 
he ate 15 platefuls of conventional fare. But 
he found it ultimately unsatisfying, and 
sneaked off afterwards for a snack of light 
bulbs and pulverized teacups. “I eat car- 
pets, cups, saucers, pieces of glass, pulao 
[fried and spiced rice], chicken karahi [wok- 
fried] and grass with the same fervour," he 
told the Dawn newspaper. 

(Incidentally, adventurous diner Wasayo 
may be easy to feed but his marriage pro- 
posals are always rejected. Families fear he 
might eat any prospective wife.) 

But whether the dishes include broken 
glass or not, most Asian meals share one par- 
ticular trait: They are generously packed with 
spice and fibre, which means they pass 
through the human digestive system much 
faster than Western food. 

This can be a life-or-death problem, as 
Brig. Jeff Little has discovered. It's this Lon- 
don soldier's job to put together ration packs 
for British troops. They've told him that they 
want Asian food, specifically chicken curry, 
lamb tikka and pulao rice. Active military 
men need to down 4,000 calories of food 
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every 24 hours. But soldiers in combat dont get rest-room breaks very 
often. "What the effects of curry will be remains an uncharted area," an Asian 
Age report on the new Asian rations commented. Commanders fear extra 
breaks could spoil the fighting rhythm and spell battlefield disaster 
Top food scientists at the Ministry of Defence in London are using chem- 
ical analysis to reproduce Asian flavours but without spice. “We are including 
a sachet of Tabasco-style pepper sauce for the guys who know they can han- 
dle a hot one,” military food specialist Maj. Andy Main told the press. 
Meanwhile, a reader sent me a fascinating report about a mysterious explo- 
sion at the Sardine Museum in Japan. While commiserating with people of 
that country about the tragic loss of that facility, the question has to be asked: 
Why does Japan have a sardine museum in the first place? Do other minor 
foodstuffs have their own institutions? Is 
- there a Baked-Bean Collection or an Institute 
> of Liver and Onions? The answer is no. But 
the Sardine Museum has been running since 
1982, so it must pull in the punters. It con- 
tains sardines, pictures of sardines and 
“household effects from the homes of sar- 
dine fishermen.” Definitely a must. 

While waiting for it to reopen, you may 
wish to visit the Burnt Food Museum in 
Massachusetts, United States. But don't plan 
a trip just yet. The museum is “temporarily 
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closed due to fire damage.” 

[t wont make you hungry. Everything in 
the museum is burnt to a crisp, so nothing will 
tempt your taste buds. (Unless you're trom 
Pakistan and your name is Allah Wasayo, in 
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Prising Them Free 


With its traditions of lifetime employment and lifelong loyalty to the company, Japan has been 
a hard nut to crack for headhunters. But now things seem to be changing 


SOMETIMES, says Kevin Kelly, the best way to 
get a person's attention is with a handwritten let- 
ter. Kelly would know. 

As Asia-Pacific managing partner for United 
States executive-recruiting firm Heidrick & Strug- 
gles International, Kelly often finds himself trolling 
for local talent in a region where the practice of cor- 
porate recruiting is still widely unknown. As a 
result, he has trouble getting potential hires to 
return his calls. So he keeps a set of cards with 
his name and the name of his company printed 
on them and when he finds someone he's inter- 
ested in recruiting, he dashes off a quick, hand- 
written note. "It's more personal and it shows you're 
serious," Kelly says. "They always get back to me." 

Kelly, who is based in Tokyo, spends a good 
chunk of his time helping Western firms find 
local executives for their operations in Japan, 
where job-hopping has traditionally been 
taboo. This, says Kelly, presents some 
unique challenges. 

Until recently, Japanese corporations 
promised lifetime employment and 
employees reciprocated with lifelong 
loyalty. But that idea began to crumble 
in the late 1990s when Japan's pro- 
longed economic downturn forced 
companies to lay off mid-career 
workers. Even so, says Kelly, many 
of the old reservations about leav- 
ing one's company remain, especially 
among top-level managers who've been at 
one firm for a long time. 

As a result, even if Japanese managers 
accept a new job, Kelly often has trouble get- 
ting them to resign from their old ones. A com- 
mon scenario is this: Someone is offered a 
job, but when he goes in to tell his boss that 
he wants to quit, the boss says no. The response 
of many Japanese, Kelly says, is simply to accept 
the rejection and stay put. 

Kelly addresses the problem by role-play- 
ing with his recruits. He meets them over break- 
fast and goes through the motions of quitting a 
job. In doing so, he helps them come up with 
a response to use if the resignation is rejected. 
"It mentally prepares them," Kelly says. He also 


coaches the Western firms doing the hiring, preparing them for 
the possibility that their new hire may not be able to resign the first 
time around. “When you tell a Western company thatthe boss did- 
nt accept the resignation and the guy went back to work, they dont 
understand," Kelly says. Western firms tend to view this as a 
sign that the person doesnt really want the job. That's not true, 
says Kelly. "It's cultural." 

All this may get easier. Attitudes toward executive job-hop- 
ping in Japan are changing quickly, thanks in part to some 
Rà recent high-profile departures. One example is Shiro 
EE  Tsuda's decision to leave his high-ranking post at NTT 

DoCoMo, Japaris largest cellular operator, to take the helm 

of the Japan operations of Vodafone Group. Tsuda's move 

shocked the Japanese business world not only because 
he left his company but because he went to a direct rival, 
something practically unheard of here. 
Kelly says that in the past year he's seen an increase 
in the number of senior-level Japanese managers 
looking to make a move and often it's to a for- 
eign-owned company. In addition, Japanese, 
Korean and Chinese companies are doing more 
outside hiring. In Asia, *you're going to start 
seeing individuals move from one organiza- 
tion to another," Kelly says. *To compete glob- 
ally, [companies] have to have the best man- 
agement that they can in place, bringing in 
fresh ideas and new management styles." 
For Western firms in Asia looking to hire 
top management locally, Kelly has this 
advice: First, look for people with good com- 
munication skills and be sure not to “con- 
fuse English-language ability with actual ability." 
The most common problem for Western firms 
with a local CEO is poor communication with cor- 
porate headquarters. Often, this results in an Asian 
= business that takes off in a vastly different direction 
? compared with the rest of the company, he says. 
: In an ideal world, firms would cultivate their 
= own top management, Kelly says. Foreign compa- 
= nies operating in Asia, for instance, would be well 
served by sending young local hires abroad early in 
their careers. When they return to Asia, the com- 
pany will have *a bench of executives who can take 
over senior-level responsibility." The trouble is, he 
says, most companies tend not to think that far 
ahead. “Firms don't focus on a succession plan, 
which is why we're in business." GINNY PARKER 
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share the same philosophy. It is expressed throug single- 
minded commitment to building ultra-efficient wrist irlStruments 
for the most demanding professionals. Our chronographs meet 
the highest criteria of sturdiness and functionality, and we 
submit all our movements to the merciless tests 
of the Swiss Official Chronometer Testing 
Institute. One simply does not become 

an aviation supplier by chance. 


www.breitling.com 


A 


V e ae il ' 
o [Wy 


p 
"X 
wc 
~~ 
P 
= 
*. 
- 


I / | 
LITT mm 


// 
Z7 7 MM ASNS 
e / 


"UP MU ME. 





letters | 


Nort ‘PEASANTS, PLEASE 
Why do you persist in referring to Chi- 
nese farmers as “peasants”? [Peasants 
Bloom, Oct. 14.] By some definitions, 
the term means a coarse-mannered 
and ignorant serf, and it is commonly 
used as an insult in the English-speak- 
ing world. So why not just use “farm- 
ers"? | was born and brought up on a 
farm in Sichuan. My parents are poor, 
but they are not coarse or ignorant. 
And they certainly are not serfs. 

I should remind you that China's 
industrial revolution could not have 
begun without the good economic 
sense of the Chinese farmer, following 
over 20 years of disastrous central 
planning. Furthermore, it is their sons 
and daughters who are manufacturing 
the goods and building the infrastruc- 
ture that is providing cheap goods for 
Western and Asian consumers. 

I am proud to call myself a Chinese 
farmer's daughter. To call us peasants 
is a gratuitous slur. 


YAN NIN COCKAYNE 
Leeds, England 


MILLENNIUM LEASES 
In reference to your article, Not So 
Easy [Oct. 7], allow me to say that it is 
not just bilateral problems between 
India and Pakistan that mar prospects 

for Kashmir's return to normalcy. 

The state of Jammu and Kashmir 
on the Indian side has not benefited 
from India's trade and economic lib- 
eralization. For this reason, it is criti- 
cal for the state to increase tourism. 
This could be helped if property could 
be more widely held. But India's con- 
stitution does not allow outside in- 
vestors to own property in Kashmir. 
The exceptions are those forced to 
leave but who still retain their Kashmir 
residency. So why not create a new 
financial instrument to sidestep the 
constitution? Allow Kashmiris to act as 
legal owners of any Kashmir property 
that other Indian citizens or foreign 
investors may want to buy. Allow for 
a long lease period, say 1,000 years, 
which is not unheard of. Holding such 
a long leasehold would be virtually 

equal to owning the property. 
ARUN KHANNA 
Indianapolis 
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PALM VARIETY 
| read with interest your arti 
sia's Return to Grace [Sept. i 
increasing flows of foreign investment. 
But the photograph of an “oil-palm plan- 
tation” was not what it claimed. Instead, 
the picture showed a scattered stand 
of sugar palm. I expect a journal spe- 
cializing in Asian economies to know 
the difference between two important 
economic crops. Oil palm (Elaeis guin- 
eensis) is stockier and red-fruit-laden. 

Many sugar-palm types are eco- 
nomically important in Asia, such as the 
toddy palm (Caryota urens), palmyra 
palm (Borassus flabellifer) and coconut 
palm (Cocos nucifera). The sap is col- 
lected by tappers (such as the one shown 
in your photo) and boiled down into 
palm sugar (called gur in India, jaggery 
in Sri Lanka, gula melaka in Malaysia 
and gula jawa in Indonesia). It is much 
used in Asian cooking. If left alone, the 
sap ferments into toddy, the cheap alco- 
holic drink of many parts of Asia. 

Collecting sugar-palm sap is 
extremely hazardous and many tap- 
pers (often very poor rural labour- 
ers) are injured from falls. Some years 
ago I worked with landless tappers 
and tree owners in central Thailand 
to reduce accidents and improve tap- 
pers' incomes. Once injured, tappers 
were unemployable. 





BARRY SHAW 
Canberra 


THEY'RE ALL CIVILIANS 

In India, the Congress-led government 
is working fine after several months in 
office. Nevertheless, the Bharatiya 
Janata Party-led opposition has tried 
relentlessly to paralyse parliament on 
one hysterical pretext after another. But 
then at least in India political squab- 
bles are only ever among civilian lead- 
ers, with no general around pretend- 
ing that he will soon shed his army 
uniform. ['Mister' Musharraf?, Edito- 
rials, Sept. 30.] 


VINOD CHOWDHURY 
Delhi 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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A NEW CULTURE OF SPENDING 

A surge in spending on durable and luxury goods 
suggests that a consumer class is emerging in 
Vietnam's biggest cities 

Plus: Hanoi and Ho Chi Minh City defy stereotypes 
PIER PRESSURE: Asian exporters and shipping lines 
work to get round bottlenecks in Californian ports 
INFLATION HEADACHE: India's central bank ma; 
have to raise interest rates to curb rising prices 
BANKING BATTLE: A clash over the direction of the 
Thailand's economy surfaces at Krung Thai Bank 
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GAY ASIA: A SPECIAL REPORT 

For many the journey has yet to begin, but a rising 
number of gay men and women in Asia are on 

the road to winning social and legal acceptance. 
Some are benefiting from the belief that open 
societies make for stronger economies; others are 
finding the courage to stand up for themselves as 
they find—often through the Net—that they're 
not alone 


INREVIEW: Murder in Nepal; the Falun Gong 


REGULAR FEATURES/COLUMNS 


LETTERS: Chinese ‘farmers’; Kashmir; palm trees 
EDITORIALS: Hambali; Indian infrastructure 
INTELLIGENCE: Asia-Middle East dialogue neat: 
REGIONAL BRIEFING 

THE 5TH COLUMN: The real problem in the Koreas 
ECONOMIC MONITOR: Yudhoyonos challenges 
PRICES & TRENDS 

TRAVELLERS' TALES: What's in a name 

CEO CALL: Stephen Pratt, Infosys Consulting 


Why Gay Rights Make Economic Sense page 52 
















DESPITE SOME JUSTIFIABLE grumblings from abroad, 
Indonesia has made strides (though not perfect) in its battle against 
terrorism, and done so with an acknowledgement to legal due 
process. Abu Bakar Bashir has been charged with involvement 
n terrorism. Other terrorism-related suspects currently are on 
trial. Over 30 people have been found guilty of the Bali bombings, 
with three sentenced to death. Yet the man linked to many terrorist 
acts still has not been charged nor brought as a witness in the cases 
fhis alleged co-conspirators. And it isrit because Riduan Isamud- 
in, or Hambali, is still on the run. He was captured last year in 
hailand, and has since been held in detention by the United 
States. It's time Hambali was brought out. 

‘Next week, prosecutors will make their case that Mr. Bashir 
involved in the 2003 bombing of the JW Marriott Hotel 
arta. Mr. Bashir also has been linked to the 2002 Bali 
mbings. He is said to have been asked by Amrozi, the 
onvicted Bali bomber, “What do you think if fellow friends 
hold an event in Bali?” Mr. Bashir supposedly replied, “It is 
up to you all because you know the situation on the ground.” 
The Jakarta and Bali attacks are both said to have been mas- 

terminded by Hambali. 
Separately, Muhammad Saefuddin is in court for allegedly giv- 























[ndonesia's Most Wanted 


T'he problem isn't capturing Hambali. It is giving courts access to him 


ing Hambali sensitive information, and is said to have met Ham- 
bali in Afghanistan in 2001. Mr. Saefuddin also is charged with 
recruiting Indonesian students in Pakistan for military training 
in Afghanistan. In Mr. Saefuddin’s case, the alleged connection 
with Hambali couldn't be made more direct. 

Still, despite accusations against some Indonesians of 
incriminating contacts with him or participation in plots he 
inspired, the U.S. continues to refuse Indonesian courts the 
chance to directly hear Hambali's evidence. Nor are Indonesian 
authorities any closer to gaining custody over him for trial, 
despite all the allegations implying Indonesia suffered most 
severely and most directly from Hambali’s alleged activities. 
Even as many outside Indonesia complain about Jakarta’s refusal 
to ban Jemaah Islamiah, what's been missed is that transparency 
in handling Hambali could do much to convince ordinary 
people of the threat Indonesia faces from terrorism—as much, 
for example, as they understand the threat Aceh separatists pose 
to what Indonesians call their unitary state. 

President Susilo Bambang Yudhoyono took office on Octo- 
ber 20. He is said to be well-liked by many individual U.S. 
officials. He may thus want to put his influence to were by 
placing Hambali on the agenda for future discussions. = 





















IE DEPUTY CHAIRMAN of India's 
ning Commission, Montek Singh 
walia, proposes using the country's 
istantial foreign-exchange reserves to 
for sorely needed infrastructure. As 
iluwalia put it, "There is scope for 
foreign-exchange reserves to finance 
tructure projects." Maybe. While it 
ouraging that New Delhi is pon- 
ig ways to improve India's stock of 
tructure, are there not less contro- 
al ways to do this? 
he reserves stick out because of their 
At $119 billion, they represent 17 
ths of imports. But foreign-exchange 
rves aren't fiscal reserves. To use 
to finance infrastructure projects 
ans using them to back issuance of 
mestic bonds or syndicated loans 
om banks. And if reserves are tied up 
‘such an illiquid manner, they won't be 
adily available to serve their traditional 








role as a cushion against external shocks 
and obligations. 

India’s biggest concern is that 60% of 
its population is dependent on agriculture, 
which functions at almost primitive lev- 
els in some areas. Still, India is the world’s 
largest producer of grains, vegetables and 
milk. And it is the second-largest producer 
of fruits. It achieves all this despite an exces- 
sive dependence on the vagaries of nature; 
a drought or a late monsoon can ruin crops. 
Imagine what could be gained with more 
extensive irrigation systems. 

Even when crops are successful, much 
is spoilt before reaching final destinations, 
because of poor infrastructure—inade- 
quate cold storage and bad roads that add 
time in transport, to name just two. With 
better infrastructure, India’s share of 
global agricultural trade certainly would 
be greater than its current 1%. 

In agriculture, better infrastructure 


Reserve Spending india can build more infrastructure by further reform 


would have a salubrious effect on produc- 
tivity and trade. An equal impact would 
be felt in manufacturing, In fact, there is 
no shortage of money available for infra- 
structure. Private companies, particularly 
from abroad, are eager to invest in Indian 
roads, power plants, ports and so on—with 
the added benefit that they are unlikely to 
invest in white elephants. What's held back 
further investment is red tape. 

Rather than devise new ways of raising 
cash, India needs to further liberalize so 
those anxious to invest in the economy can 
do so without undue difficulties. In this 
regard, after the Congress Party-National 
Congress Party coalitions victory in state 
elections in Maharashtra last weekend, 
there is an even clearer mandate for the 
Congress-led federal coalition government 
to take matters by the horn. 

But as for the reserves, they are better 


left to the central bank to manage. = 
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CLONING BREAKTHROUGH: Japan favours therapeutic research 


Japan Opposes 


Cloning Ban 


Japan will ignore any United Nations treaty banning all 
human cloning in order to pursue stem-cell research. Takanori 
Uehara, director of the Japanese Foreign Ministry's interna- 
tional science cooperation division, tells the Review that Tokyo 
opposes calls for a blanket ban on human cloning currently 
being debated by the UN General Assembly. If the Costa 
Rican-proposed and United States-backed convention is 
passed, it will be worthless, maintains Uehara, as a number 
of countries including Japan still intend to allow early human 
embryos to be cloned for medical research. Like other UN 
members, Japan opposes the attempted cloning of babies, 
or reproductive cloning. But Tokyo does favour regulated ther- 
apeutic cloning—the cloning of early-stage embryos, from 
which researchers will attempt to harvest stem cells. It is 
believed these cells can be grown into tissue cultures with the 
potential for treating conditions ranging from spinal injuries 
to diabetes. Most East Asian countries, including China, South 
Korea and Singapore, are likely to side with Japan and influ- 
ential proponents of therapeutic cloning, like Britain and Bel- 
gium. The Philippines, however, is expected to side with other 
staunchly Catholic countries in Latin America and Europe 
in support of a total ban. 


CHINA's COOPERATION WITH FBI BLOOMS 

China has stepped up cooperation with the Federal Bureau 
of Investigation in recent years, regardless of the state of polit- 
ical relations between Beijing and Washington. “Our countries 
may disagree on a political level, but on the level of cop-to- 
cop we have common issues,” says an FBI official in Wash- 
ington, adding: “We don't let outside influences affect our 
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cooperation." The official says the police forces of the two 
countries have already begun discussing ways to ensure 
security for the 2008 Olympics in Beijing. He notes that 
the FBI established a legal attaché post in Beijing 18 months 
ago and that China and the U.S. last July set up a working group 
to discuss criminal activities jointly affecting the two countries. 
A second meeting of the group is scheduled for March. As fur- 
ther evidence of police cooperation, the official cites China's 
arrest and prosecution of a Chinese-American gang leader who 
fled from New York to China in 1999. Because China doesn't 
have an extradition treaty with the U.S., Beijing agreed to try 
the gangster in China but with input from U.S. prosecutors. 
The FBI also cooperated with Chinese police in investigating 
a Bank of China embezzlement case in 2001 and facilitated 
the "repatriation of hundreds of millions of dollars," the offi- 
cialsays. Chinese police officers have also studied at the FBI's 
training facility in Quantico, Virginia. 


SINGAPORE Touts MIDDLE East TALKS 
Singapore has launched a diplomatic initiative to bring Asia 
and the Middle East closer together. In mid-October, offi- 
cials from Bahrain, Bangladesh, Egypt, Jordan, Kuwait, 
Malaysia, Singapore and Thailand gathered in the island 
republic and agreed to hold the first so-called Asia-Middle East 
Dialogue in mid-2005, says a senior Singapore Foreign Min- 
istry official. This first meeting, the brainchild of former Prime 
Minister Goh Chok Tong, will be held in Singapore and 
involve around 50 Middle Eastern and Asian states. The min- 
istry official says it will focus on boosting political, eco- 
nomic and business ties as well as greater cultural under- 
standing between the two regions. Goh, who is now senior 
minister in the government, came up with the idea during 
recent travels in the Middle East. “He was concerned that ter- 
rorism was being equated with Islam. He believes there are 
positive stories to be told about Muslim countries,” the offi- 
cial says. Singapore expects more interest from the Middle 
East than in the past because it believes Middle Eastern states 
are suspicious of dialogues initiated by Europe or the United 
States. Since the September 11, 2001, attacks in the U.S., “the 
Middle East [countries] recognize they have to transform their 
societies and economies," the senior official says, “and they 
are looking at Asia's experience." 


BUSH, KERRY LoBBIED ON CHINESE PRIESTS 

A United States human-rights organization wants President 
George W. Bush and challenger John Kerry to focus on reli- 
gious freedom in China. Free the Fathers is urging 50,000 
American Catholics to send messages to Bush and Kerry 
calling on them to press China to release some 100 Catholic 
priests from prison. “The Chinese dictators are so confident 
that both Bush and Kerry will do nothing that they are actually 
increasing the persecution of Christians during the presi- 
dential election,” the group's president, John Davies, said in 
a recent note sent to journalists. Although human rights in 
China hasn't come up during the presidential campaign, ^» 
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REALIGNING THE 
STARS: A ballet 
troupe's use of the 
five-pointed star 
upset Vietnam's 
Ministry of Culture 


5 Janay 


| Intelligence 


Bush has frequently raised religious freedom with Chinese 
leaders in recent years. Free the Fathers was founded in 1983 
to campaign for the release of Shanghai Catholic Bishop 
Ignatius Kung, who was first arrested in 1955 by communist 
authorities suspicious of independent religious bodies. Kung 
was released in 1988 and died in the U.S. two years later. 


A STAR-CROSSED BALLET IN HANOI 
Vietnam's cultural censors have devoted themselves to a 
new mission—realigning the stars. The problem arose after 
the October 17 opening night of a contemporary dance per- 
formance in Hanoi entitled Venus in Hanoi, or The Art of 
Getting Lost, a $70,000 production co-sponsored by Stuttgart- 
based car maker DaimlerChrysler, the French cultural centre, 
L Espace, and Germany's Goethe Institute Hanoi. Much of the 
choreography revolved around a five-pointed star, in reference 
to the symbol adorning Vietnam's national flag as well as an 
ancient magical sign. Following the directions of visiting 
Berlin choreographer Felix Ruckert, Vietnamese dancers used 
a thin yellow star, taped to the floor, to orient their movements. 
But individuals involved in the production say that Vietnam's 
Ministry of Culture and Information objected to the view of 
dancers trampling on a national symbol and threatened to 
block subsequent performances if the star were not ele- 
vated. Sure enough, the star was removed from the stage floor 
and instead a red star shape was projected on a back cur- 
tain. “A star should be in the sky. It shouldn't be placed on the 
floor. If you put the star higher, it looks more beautiful and 
more meaningful," says Pham Xuan Sinh, director of inter- 
national cooperation at the Ministry of Culture. 


JAPAN TAKES FLAK FOR BURMA AID 

A prominent United States senator has blasted Japan for 
allegedly funding at least 28 new assistance projects in 
Burma worth more than $18 million over the past year. 
"Some of these funds appear to have been provided directly 
to the illegitimate and repressive State Peace and Develop- 
ment Council, SPDC,” Sen. Mitch McConnell charged in an 
October 8 statement published in the Congressional Record. 
He was referring to the military regime that governs Burma. 
"Why is Japan providing assistance to Burma and the thugs 
in Rangoon when Burmese democracy leader Daw Aung 
San Suu Kyi and other members and supporters of the 
[opposition] National League for Democracy, NLD, remain 
imprisoned?" the powerful head of the Senate's Foreign 
Operations Appropriations Subcommittee asked. “It is time 
Japan gets with the programme and pressures the SPDC 
to begin meaningful reconciliation with the NLD—the only 
legitimately elected leadership of that country," McConnell 
warned. The military nullified a landslide NLD election vic- 
tory in 1990 and has held Suu Kyi under house arrest for 
much of the time since. A Japanese government spokesman 
stresses that all Tokyo's aid to Burma is humanitarian and 
"is provided under strict conditions . . . There's no question 
of it getting diverted." 
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Burma Names New Premier After Shake-Up 


Burma’s military government announced the 
resignation of relatively moderate Prime Minis- 
ter Khin Nyunt, citing health reasons. But offi- 
cials in Thailand say he was ousted by hardliner 
generals and is under house arrest. Khin Nyunt, 
No. 3 in the leadership, supported dialogue with 
pro-democracy movement leader Aung San Suu 
Kyi, but appeared increasingly marginalized 
following a government reshuffle in September. 





GONE: Gen. Khin Nyunt 


Some analysts say 
replacement of Khin 
Nyunt with Gen. Soe 
Win will consolidate 
power for hardliner 
Gen. Than Shwe, the 
junta’s top leader. Than 
Shwe opposes dialogue 
with Suu Kyi, whose 
party won the 1990 
elections but was not 
allowed to take power. 








The ruling Congress Party and its 
allies won a key victory in the 
State of Maharashtra, which 
includes Mumbai, after voting on 
October 13. The party was a few 
seats short of the 145 it needed 
for a majority in the state assem- 
bly, but beat the Bharatiya Janata 
Party (BJP), which was voted out 
of office on the national level in a 
surprising loss in May. Many 
political analysts say the victory 
will help Prime Minister Manmo- 
han Singh push forward eco- 
nomic reforms. Singh has faced 
opposition for his initiatives to 
allow greater foreign investment 
in sectors such as telecommuni- 
cations, aviation and insurance. 
The president of the BJP, Venka- 
iah Naidu, resigned after this 


latest defeat, citing personal 
reasons. Former Indian Deputy 
Prime Minister Lal Krishna 
Advani will replace him. The 
Congress Party's coalition is 
deadlocked over whom to 
appoint as chief minister. 


COUNTED: Casting votes in India 
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Prosecutors formally 
charged Abu Bakar 
Bashir with ordering his 
followers to launch a 
suicide attack on the JW 
Marriott hotel in Jakarta 
last year, killing 12 
people. Prosecutors said 
earlier Bashir might also 
be charged with heading 
Jemaah Islamiah, the Al 
Qaeda-linked group 
blamed for the 2002 Bali 
bombings. Bashir will be 
charged under the 
country’s anti-terrorism 
law, which allows for the 
death sentence. 


Indonesian authorities 
say they did not find 
traces of mercury 
pollution near one of 
United States-based 
Newmont Mining's gold 
mines. Police detained 
five senior executives of 
the company on 
September 22 for 
allegedly dumping 
pollutants in Buyat Bay in 
Sulawesi province. Police 
say the government’s 
report will not affect 
their investigation into 
the company and have 
refused to release the 
five employees. The 





FORMER ARMY GEN. 
Susilo Bambang Yudh 
yono was inauguratec 
Indonesia's sixth pres 
dent on October 20. 
Yudhoyono, 55, begin 
his five-year term ami 
high expectations tha 
he can help fix the 
nation's problems, 
including rising Islami 
militancy, massive 
poverty and widespre 
corruption. Notably 
absent from the cere- 
mony was former 
President Megawati 
Sukarnoputri. 


results were praised by 
Newmont as further 
evidence that it had done 
nothing wrong. 


AFGHANISTAN 


Incumbent Hamid Karzai 
was leading the presiden- 
tial election with 64% of 
the votes when the 

REVIEW went to press. 
Members of his campaign 
team said they were 
certain Karzai would get 
more than 50% in the poll, 
the amount required to 
avoid a run-off. 

Karzai's main challenger, 
Younus Qanooni, with 

18% of the vote at press 
time, accused Karzai of 
cheating and was refusing 
to concede. 


AUSTRALIA 


The Foreign Ministry 
turned down a United 
Nations request for 
additional military forces 
to protect personnel in 
Iraq. Instead, the Aus- 
tralian military will train 
Fijian troops for the task. 
A shortage of security 
forces has hampered the 
UN in its aim to assume a 
wider role in Iraq. Aus- 
tralia said it has already 
made a substantial 
commitment to the war. 


PAKISTAN 





Pakistan's lower house of 
parliament passed a bill 
allowing Gen. Pervez 
Musharraf to remain as 
both president and army 
head. The bill will allow 
the president to keep 
both posts until 2007, 
despite his earlier prom- 
ise to step down from the 
army post in 2005. 
Opposition lawmakers 
said the move would 
violate the constitution. 


BANGLADESH 


India’s Tata Group signed 
an agreement expressing 
interest in spending 

$2 billion to set up gas- 
based industries in 
Bangladesh, ending 
speculation as to whether 
it would enter the country 
following recent political 





unrest. The Tata Group is 
proposing to build a steel 
plant, two power stations 
and a fertilizer factory. 
The deal would be the 
largest single corporate 
investment in Bangladesh. 


a 0 
Police said they shot 
dead the country's most 
wanted criminal, Koose 
Muniswamy Veerappan, 





KILLED: Veerappan 


in the southern state of 
Tamil Nadu. Veerappan, 
said to be around 60, had 
been on the run for 20 
years and was accused of 
more than 100 murders, 
as well as kidnappings 
and smuggling. He had 
been involved with the 
kidnapping of a state 
minister and a film actor. 


CAMBODIA 


Prince Norodom Siha- 
moni on October 20 was 
scheduled to take the 


INVESTOR: Tata Chairman Ratan Tata 


throne vacated by his 
father. King Norodom 
Sihanouk abdicated after 
being at the centre of the 
country's political scene 
for more than 60 years. 
Some analysts believe 
Sihanouk's abdication 
was motivated by his 
desire to secure the 
future of the monarchy 
before he dies. A corona- 
tion ceremony for Siha- 
moni is scheduled for 
October 29. 


NORTH KOREA 


United States President 
George W. Bush signed a 
bill to promote human 
rights in North Korea and 
to provide humanitarian 
aid to its citizens and 
refugees, as well as 
making them eligible for 
asylum in the U.S. The 
North Korean Human 
Rights Act of 2004 
allows Congress to 
spend at least $20 
million on programmes 
aimed at promoting the 
rule of law and develop- 
ing a market economy. 
The law says any such 
aid must be closely 
monitored to ensure that 
it does not go toward 
military spending. 


NEPAL 


The government and 
Maoist leaders 
announced a ceasefire 
for nine days during 
Nepal's biggest Hindu 
festival of Dasain, start- 
ing on October 20. 
Maoist rebels have been 
refusing to come to the 
negotiating table for 
peace talks until the 
government agrees to 
discuss constituent- 
assembly elections with a 
view to redrafting the 
country's constitution. 









REVITALIZATION: Daiei opts for an overhaul 


CHANGE IN STORE 

In mid-October, Japan's biggest and most noto- 
rious problem borrower, retailer Daiei, finally 
yielded to months of badgering by its credi- 
tors and decided to seek rehabilitation from a 
state-sponsored turnaround body. Now, many 
in Japan are watching closely to see which pri- 
vate companies, if any, will get to work with 
the government body. 

The Industrial Revitalization Corp. of Japan 
(IRCJ) is now evaluating Daiei's assets. It will then 
figure out how to restructure the group's wide- 
ranging operations, which stretch from a super- 
market chain to hotels, family restaurants and 
a baseball team. The most likely scenario: keep- 
ing just the core supermarket business and sell- 
ing off the rest. 

It's not clear yet whether the IRC) will work 
on its own or with other sponsors to restruc- 
ture Daiei. There's certainly no shortage of pri- 
vate companies that have expressed interest 
in Daiei. 

Even before Daiei's decision to go to the IRC), 
three private consortiums-including two led by 
United States retail mammoth Wal-Mart Stores 
and American private-equity fund Ripplewood 
Holdings—had offered their own rescue strate- 
gies for the company. 

Wal-Mart, which has discussed Daiei's prob- 
lems with the IRCJ, has reason to be keen. It owns 
a stake in Japan's No. 4 supermarket company, 
Seiyu, which has about 400 stores. Adding even 
some of the more than 260 stores that Daiei 
operates would push the U.S. discounter into the 
top tier of Japanese retailing. Andrew Morse 
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INTERVIEW: COLIN POWELL 


U.S. Diplomat 
Stands Firm 


United States Secretary of State Colin Powell will try to jump-start the stalled talks 
on North Korea's nuclear-weapons programme during visits to Japan, China and 
South Korea beginning on October 23, 10 days before the U.S. presidential 
election. Many believe the trip will be his valedictory tour of the region: It is widely 
assumed in Washington that the man who rose to become the country’s top- 
ranked military officer, retired and then returned to the corridors of power as top 
diplomat, has had enough of bureaucratic infighting and will step down early in 
2005, even if President George W. Bush is re-elected on November 2. 

Prior to his trip, in an interview at the State Department in Washington with 
the Review's Murray Hiebert and Susan V. Lawrence, Powell expressed pride at 
how well the U.S. and China have learned to work together since their military 
aircraft collided over the South China Sea in April 2001. He rejected the notion 
that splits in the Bush administration have hobbled Washington's ability to roll 
back North Korea’s nuclear programme, and he reiterated U.S. opposition to any 
Taiwanese moves towards independence. And he voiced enthusiasm for Asia’s 
progress since his first visits as a soldier in Vietnam and then as a White House 


fellow in China, 32 years ago. 


YOU'RE GOING TO ASIA IO DAYS BEFORE THE U.S. ELECTIONS. 
IS THERE A NEW DEVELOPMENT OR A NEW POLICY INITIATIVE 
THAT'S PROMPTING YOU TO GO NOW? 


No. There's no connection between my trip and the election. 
I haven't been to China in a year . . . I think it's important 
for me to get to that part of the world on a regular basis. It's 
remarkable to see the changes that have taken place in all of 
them, especially . . . to see South Korea grow into a mature 
democracy and a real economic dynamo, and to contrast it 
to North Korea, and to see what's happened in China since my 
first visit 32 years ago. 


THE SITUATION IN NORTH KOREA APPEARS TO HAVE BECOME 
WORSE OVER THE PAST THREE YEARS. SOME ANALYSTS SAY IT 
HAS BEEN DIFFICULT TO TACKLE THIS PROBLEM BECAUSE OF 
SPLITS IN THE ADMINISTRATION. 


What was unknown to the previous administration, and what 
was unknown to us for the first year or so until the intelligence 
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became absolutely clear, was that the North Koreans were 
cheating and that they had started to develop enriched uranium 
techniques and technology and acquiring the wherewithal to 
move in that direction. So the Agreed Framework was not 
achieving, ultimately, its intended purpose. And when we saw 
that, we didn't shrink from that reality. We faced the North 
Koreans with it, and they acknowledged it. 

And so what we decided to do was not to get ourselves 
trapped into another direct negotiation with the North Koreans, 
where we're essentially trying to buy back something they're not 
supposed to have in the first place and find ourselves in that 
same position. And we reached out to North Korea's neighbours 
and said: "This is as much a problem for you as it is for us. In 
fact, perhaps, it's an even greater problem. And therefore, we 
should work as partners in resolving this issue." And that's what 
we've been doing with the six-party framework. 

People are saying, “Yeah, but it hasn't been solved yet." . . . It 
takes time. But what we have achieved is, all six parties, to include 


TOP CONFLICTS: U.S. Secretary of State Colin Powell (above), is 
holding firm on Washington's stance on North Korea nuclear talks 
(top left) and Taiwan (bottom left) 


the North Koreans saying that our goal is a de-nuclearized peninsula. 

The North Koreans, of course, have said that they have 
certain requirements and conditions with respect to their 
security, with respect to what they keep calling our hostile policy, 
and with respect to what benefits they will receive from de- 
nuclearizing the peninsula and ending their programme. 

What we have said is we can talk about all of that and we can 
provide answers for all of these issues and questions, but there 
has to be a complete de-nuclearization in a verifiable way that 
makes this problem go away, once and for all . . . And so we'll 
have to be patient. We will not change our policy. We will not get 
into a direct, bargain-basement negotiation with the North 
Koreans because the other nations have as great a responsibility 
and equity as we do. And we'll see where this leads. 

Now, the other part of your question was, “Well, you've got 
all these different points of view within the administration: 
Those who want to put more pressure, those who want to 
put less pressure, those who want to negotiate, those who don't 





want to negotiate within the six-party framew: 
All I know is what the president has decide 


only one I'd listen to. He's dex ide | rept 

year that we would try to solve this diplomati 

is off the table. We do want pressure put on North | 
solve the problem, and we're using diplomatic press 
diplomatic encouragement. All I know is what th 
decided and what I am executing in the nam: 

dent. And I don't still find any of my sen 
administration saying anything differently. It d 

dont have discussions about these matte: 


HOW DOES U.S. POLICY HANDLE THE TAIWAN STRAIT CHALLENGE 
FOR THE LONG TERM? ARE YOU CARRYING ANY ASSURANCES TO 
CHINA THIS TIME ON TAIWAN BEYOND THE ONE-CHINA POLICY? 


No, our one-China policy has served all of our int 
well for a very, very long period of time. Our on 
has allowed us to build a good relationship with í >> 
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has also allowed us to have a good relationship with Taiwan. It 
has provided stability in that part of the world because every- 
body understood what this meant. 

Now, throughout the long history of . . . our one-China 
policy, there has been to-ing and fro-ing. And from time to time, 
people try to penetrate the very useful ambiguity that is built 
into this policy. But the ambiguity has served us all, and very, 
very well, and the policy is intact. 

The only additional point I would put on the policy is some- 


thing that the president said last December, that in response 


to certain churnings about independence we made it very, 


very clear that we do not support independence. And I can raise 


my voice higher or lower on the word support, but I think you 
get the message: We do not support independence. It will not 


serve the interests ofthe region. Any movement in that directior 
of a serious nature has the potential for creating a real crisis 
in the region, and nobody benefits from that. 


AND YOU THINK IT'S ENOUGH TO KEEP A LID ON THIS SITUATION 
FOR THE FORESEEABLE FUTURE? 

Yes. | mean, there are so many benefits that are flowing from 
this policy over the years, and, yea, verily unto this day, that 
the last thing anyone should want to see would be any action on 
either side that disrupts the situation, this equilibrium. And 
so we have tried to speak evenly to both sides not to take actions 
which would put this policy at risk or create a crisis in the region, 
either by excessive build-ups on the mainland or by excessive 


rhetoric or reaction on Taiwan. = 


HOW CHINA RELATIONS IMPROVED: AN INSIDER'S VIEW 


When George W. Bush's administration 
came into office in early 2001, it promised 
to strengthen relations with United States 
allies Japan and South Korea and, implicitly, 
to downgrade relations with China. Then a 
U.S. surveillance aircraft and a Chinese 
fighter jet collided over the South China Sea 
in April 2001, and the outlook for relations 
became even grimmer. "Everybody thought, 
"That's it. We're into a deep freeze," U.S. 
Secretary of State Colin Powell recalls in an 
interview with the Review. Yet three- 
and-a-half years later, Powell credits 
that crisis for, ironically, propelling 
U.S.-China relations to what he says 
is a new level. 

While defence officials in Wash- 
ington may dwell on concerns about 
China's threatening of Taiwan, and 
trade officials worry about its 
enforcement of intellectual property 
rights, Powell is far more upbeat. 
“I'm particularly proud of our rela- 
tionship with China because it is 
based on respect for each other's 
positions," he says. 

To explain how the incident 
turned out to be such a turning 


So we grabbed it." 


safety. "They said, 'You ought to read 
that.’ So we did. . . . Sitting in my office, 
we said, 'Look, there's a little thing in 
there about . . . how you have a group that 
works on issues like this that come along.' 


For the next nine days, Powell says, the 
two sides went back and forth on the 
language required to defuse the immediate 
crisis, an exercise that involved figuring 
out "how to say you're sorry without 





WORKING ON IT: Powell and China's Tang Jiaxuan 


how difficult it is for you, when | call you 
you've got to take the call." Powell says 
Tang promised, "We will." Powell then told 
Tang, "Any time you call me, no matter 
where it is, what it is, I'll take the call, 
because you and | have to figure out how 
to solve these kind of problems." 
Since then, on "issue after issue over 

the last four years, we've never had a 
problem communicating with them or 
getting an answer from them, and it was 
always a straight answer," Powell 
says. When the U.S. was trying to 
garner international support for 
United Nations resolutions on Iraq, 
China told the U.S. that it disagreed 
with its stance toward Iraq, but it also 
told the U.S. that it would not exer- 
cise its veto power at the UN, Powell 
says. When rivals India and Pakistan 
mobilized troops in late 2001 and 
early 2002, China "only wanted to 
know how they could play a helpful 
role," he says. And when the U.S. 
— sought China's help in bringing North 

TUAM Korea to the table for multi-party 
talks about its nuclear-weapons 
programme, China eventually “com- 
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point, Powell begins by recalling how in 
the first days after the collision “we 
couldn't get direct answers out of the 
Chinese government as to where our 
plane was, how our crew was, and we 
weren't sure who we could be talking to 
or should be talking to about it." 

Then, Powell says, the Chinese govern- 
ment sent a "sort of obscure message" 
referring the U.S. to a 1998 agreement 


hotuaan tha fum 00iinteo'o militarias an 


apologizing," and "how many 'very's' did 
you put in front of ‘sorry’.” With that, 
"finally, it was resolved." 

The experience left both Powell and 
Chinese officials with the firm conviction 
that they had to have better channels for 
managing future crises. The next time 
Powell met his counterpart, Chinese 
Foreign Minister Tang Jiaxuan, the two 
men withdrew to the corner of a confer- 
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pletely bought into" the idea of being a full 
partner at the table, Powell says. 

The relationship with Beijing still has 
its frictions, he adds, notably on weapons 
proliferation and the debate over the 
European Union's arms embargo on China. 
But he nonetheless celebrates "how the 
Chinese have adjusted to the reality of the 
late 20th- and 21st-century world, how 
they are continuing to act in a way that 
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WINNERS BOTH: 
Howard with 
Yudhoyono before 
his inauguration 
in Jakarta 


SECURITY 





Darren Whiteside / Reuters 


Defensive Posture 


Australia considers a new defence arrangement with Indonesia under President Yudhoyono. 


Initial reactions from Jakarta aren’t encouraging 


FRESH FROM A RE-ELECTION VICTORY, Australian Prime 


Minister John Howard's government is raising the prospect of 


stronger security cooperation with Indonesia's new adminis- 
tration to boost anti-terrorism efforts—and even formalizing 
that cooperation in a comprehensive new defence treaty. 
Three days before Howard attended the October 20 
inauguration of Susilo Bambang Yudhoyono as Indonesia's 
new president, Australian Foreign Minister Alexander Downer 


said that while the government had not yet committed itself 


to negotiating a defence treaty with Indonesia, "it's something 
we are giving consideration to." 


Such a treaty was needed to improve the effectiveness of 


the war against terrorism and should incorporate a memo- 
randum of understanding on fighting terrorism signed by the 
two countries in 2002, Downer said in the October 17 
television interview. He added: "Obviously, 5096 of this is going 
to depend on the extent to which the Indonesians would want 
to do it." 

The Indonesians, however, don't appear to want anything 
as formal as a treaty. "A defence pact is a nonstarter as far as 
we are concerned," says Foreign Ministry spokesman Marty 
Natalagawa in Jakarta. "Our foreign policy doesn't allow us to 
enter into [defence] pacts with other countries. The only thing 
that's possible is security cooperation." 

Indonesian officials say Canberra has yet to make a formal 
proposal and the lack of detail makes it difficult to know 
how the Yudhoyono administration and the often-nationalist 
House of Representatives will view the Australian initiative. 


By Rowan Callick/ MELBOURNE and John McBeth/]AKARTA 


But many people in the world's most populous Muslim 
country are likely to object to closer links with the United 
States’ staunchest ally in Asia. 

Natalagawa says a more relevant way for Australia to show 
positive intent towards Indonesia and the region would be for 
Canberra to sign Asean’s Treaty of Amity and Cooperation. 
China, India, Japan and Pakistan have signed the nonag- 
gression treaty over the past 18 months and Russia and South 
Korea have signalled their intention to do so. 

Australia and Indonesia secretly negotiated and signed an 
Agreement on Maintaining Security in 1995 when Prime 
Minister Paul Keating and President Suharto were in office. 
It was abrogated by Indonesia four years later, when Australia 
sent troops to protect newly independent East Timor. 

The 1995 agreement covered consultation, training and 
technical exchange, but did not impose a mutual defence 
obligation, though the two countries agreed to “consult each 
other" if they came under threat. That agreement was "a fairly 
meaningless document," Downer said. Any new treaty would 
take a different direction and would not be negotiated in secret, 
but “in a normal diplomatic way,” he said. 

Dino Djalal, a senior Indonesian Foreign Ministry official 
and Yudhoyono's adviser on foreign affairs, concurs that 
any new security document would probably not be like the 
1995 agreement, which Foreign Minister Hassan Wirayuda 
regards as far too vague. 

"We're open-minded about it as long as it is nothing like 
a defence pact. That would never fly," says Djalal. “A broader 





format would be workable, something general like the Asean 
regional-security agreement, which binds us to codes of 
conduct. We can certainly go in that direction.” 

Canberra’s hopes that Jakarta’s response to a new defence 
arrangement would be positive are based on statements Yud- 
hoyono made a year ago when he was coordinating minis- 
ter for security in the government of Megawati Sukarnoputri. 
On a visit to Canberra and Melbourne in October 2003, the 
former four-star general said that he supported a return to a 
defence pact between the two countries. 
eferring to terrorist attacks in the U.S. and Indonesia, 
yono told his Australian audience: "In the age of 
tember 11, 2001] and Bali and the Jakarta Marriott, security 
est be promoted through cooperation. This is leading us 
inge in our security culture. We can ensure our security 
by sharing our intelligence with each other." 
Howard told reporters travelling with him to Jakarta for 
the presidential inauguration that he would not raise the 
defence-pact proposal with Yudhoyono on this visit. But the 
two leaders will have further meetings over the next six 

weeks—in Chile for a summit of the Asia-Pacific Economic 
-Cooperation forum, and in Laos for an Asean summit. These 
meetings will give their top officials the chance to discuss a 
"framework for getting any new security talks under way. 
Australia and Indonesia already have stepped up security 
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cooperation since the Bali bombing in October 2002, wht 
killed 202 people, 88 of them Australian. The two govern- 
ments signed a memorandum of understanding on counter- 
terrorism in January 2002, and a second agreement « 
transnational crime in June 2003 to deal mostly with Afg! 
Iraqi and Pakistani refugees smuggled from Indonesia 
Australia. They've also signed a technical agreement. 
allows Australian police to play a significant role in the ht 
for terrorist fugitives in Indonesia. 


DOMESTIC OPPOSITION 
The Howard government is halfway through a fout 
counter-terrorism package for Indonesia costing $7 rt 
It is spending another $28 million over five vears on t 
Jakarta Centre for Law Enforcement Cooperation, wi 
opened in July, to provide training in counterterrorism. 
It has also funded a police intelligence training school 
Semarang, Central Java. 
But Howard, too, would have to overcome domestic oppo: 
sition to any new security arrangement with Indonesia. In. 
Australia, much of the coalition of lobby groups that eventually 
won support for an independent East Timor has since taken 
on the cause of independence for other parts of Indonesia, 
such as Aceh and Papua. They would strongly oppose formal 
ties with Indonesia's national security apparatus. 8& : 
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AUSTRALIA 


Dollars, Degrees 
And Dodgy Deals 


The country's higher-education establishments are 


cashing in on the lucrative offshore education industry. 


But slipping standards pose a threat to business 


By Mark Pearson/ BRISBANE 


WHEN 15 MALAYSIAN STUDENTS decided to cut and paste 
material from the Internet into their essays in late 2002, they 
unwittingly triggered a series of events that would damage the 
reputation of Australia's lucrative offshore education industry. 

The subsequent allegations of plagiarism against the 
students, who were taking MBA degrees through eastern Aus- 
tralia's University of Newcastle, sparked an investigation ear- 
lier this year by a state anti-corruption commission, which has 
raised serious questions about the recruitment and servicing 
of foreign students in Australia. 

The inquiry, still under way in the New South Wales state 
capital, Sydney, is the latest in a series of negative reports 
and incidents involving international students enrolled with 
Australian universities. Together, they have prompted con- 
cerns about whether the quality of teaching and academic 
standards—on which Australian institutes have built their 


CHILLING OUT 
ON CAMPUS: 
Australian 
universities 
are magnets 
for Asians 


reputations overseas—are buckling under the strain of ar 
average annual 13% growth over the past decade in the num. 
ber of foreign students enrolling with Australian higher-edu. 
cation establishments. 

That could hurt financially if foreigners start looking else 
where for further education. Australian universities and othei 
higher-education establishments rely heavily on income frorr 
fee-paying international students, who made up 2396 of the 
country's 930,000 higher-education students last year, accord. 
ing to government figures. That broke down into abou! 
137,000 studying onshore and some 74,000 offshore, while 
about 8596 of these foreign students were from Asia. 

Most of the country's 39 universities, keen to win a share 
of an education export industry worth some $4 billion in all 
sectors, have scrambled to set up offshore campuses in recent 
years. Academics say some have cut corners in doing so. 

The Malaysian students were sitting their exams at one 
such offshore campus, the Institut Wira in Kuala Lumpur. 
The Australian lecturer who graded their assignments gave 
them a provisional mark of zero and referred their case to the 
business dean back at Newcastle University. 

They would normally have been failed, as happened in an 
earlier similar episode involving four of the university's Hong 
Kong students. Instead, a second examiner was brought in 
and asked to grade the Malaysians afresh. All passed and 
the cheating allegations were at first overlooked. 

The Independent Commission Against Corruption in New 
South Wales launched an investigation in June after whistle- 
blowers attracted extensive media coverage in Australia and 
Malaysia. The former Newcastle business dean, Paul Ryder, 
and the chief executive officer of Institut Wira, Tangavalu 
Marimuthu, have resigned in the wake of the scandal. 

The commission is focusing on the university's actions in 
dealing with the complaints and the financial incen- >> 
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tives to avoid bad publicity at its offshore campus. In her open- 
ing address to the public hearings in September, ICAC lawyer 
Chris Ronalds asked whether there was “a deliberate attempt 
to make sure that the plagiarism allegations were swept under 
the proverbial carpet." 

She further questioned whether there was *an institu- 
tional culture which overtly or covertly encouraged staff to 
make decisions designed to ensure the success of overseas 
students despite allegations of the lack of educational stan- 
dards being met." 

The corruption hearing in Sydney was adjourned until 
October 27, but its evidence has already shocked the Australian 
tertiary sector, particularly with mounting evidence of erod- 
ing standards on other fronts. 

"They [Newcastle] might have improved their standing in 
the market had they failed those kids," says William Adler, 
principal of the Australian Institute of Technology, who 
believes competitors such as Britain could use the case to den- 
igrate the Australian market. 






OFFSHORE MARKETS: An Australian college touts for business in Hanoi 


In May, the Economic Society of Australia released the 
results of its survey of student standards in economics. Thir- 
teen ofthe 21 department heads who responded felt that stan- 
dards in first-year undergraduate courses had fallen. Sev- 
eral linked the falling standards to international students, 
including poor English levels and low entry requirements. 

One department head wrote: “Increased reliance on poorly 
qualified international students as a means of increasing rev- 
enue in an environment of reduced funding by government 
is creating a crisis. | have argued for a university-run language 
test, but this has been regarded as undermining the univer- 
sity' s competitive position." 

The society's findings are supported by research presented 
to the major gathering of the education export industry in Aus- 
tralia, the IDP Australian International Education Conference 
held in Sydney from October 5-8. 

The University of Adelaide's Chika Anyanwu reported on 
his interviews with humanities academics and students about 
the internationalization of education. Anyanwu's team found 
that the government's injection of $85 million into the sector 
in 2003-04 was not reflected in university resources. 





He told the conference that many of the team’s inter- 
view subjects believed that the influx of foreign students 
was a "financially driven initiative from senior management" 
and had been forced on academics. Academics complained 
of the extra workload in dealing with international students. 
"Some academics are forced to raise their bell curve to achieve 
some passing grades, or lower their minimum expectations," 
said Anyanwu. 


LOST AND NEGLECTED 

Many of the international students, meanwhile, told the 
researchers that they felt lost and neglected. They also com- 
plained of incomplete information on university Web sites 
about what to expect in Australia and claimed that promises 
by agents and institutions were “hyped compared to what they 
encounter on arrival." 

Students bodies are concerned, too. The Council of 
Australian Postgraduate Associations issued a statement on 
September 20 claiming unscrupulous agents misrepresent 
Australian courses to overseas students and that some uni- 
versities were “cynically marketing courses to appeal to 
students seeking permanent residency." 

The statement said some institutions had modified their 
courses to suit the immigration criteria for permanent resi- 
dency. "This means that, in many cases, the quality of edu- 
cation has deteriorated," it said. "Universities are coming 
up with postgraduate programmes which target the pass mark 
at permanent-residency visa requirements rather than at 
the educational-quality requirements." 

A long-term solution may lie in quality checks and accred- 
itation mechanisms. Australian state and federal governments 
joined forces to establish the Australian Universities Quality 
Agency in 2000. It is due to complete its first cycle of uni- 
versity audits by 2006. Its audit panel assesses Australian cam- 
puses both domestically and internationally, paying particular 
focus to whether they fulfil their own claims about quality and 
service. The agency also benchmarks good practice. 

Senior academics are also working to repair the reputa- 
tion of Australia's tertiary sector. They include an international 
board of professors who have been monitoring the academic 
standards of a university-transition programme, the Global 
Assessment Certificate. This supervisory body is considering 
an accreditation process for universities operating interna- 
tionally, says its chair, Lauchlan Chipman. *I think there 
will be pressure for standards to be higher," adds the for- 
mer vice-chancellor of Central Queensland University. 

Meanwhile, the government is throwing its weight behind 
the promotion of the offshore education industry. A Study 
in Australia roadshow visited Taiwan in early October and was 
due to stop in Kuala Lumpur and Seoul later in the month. 
Thousands of hopeful Asian students have queued for infor- 
mation from scores of universities marketing their courses. 

The universities are trading on a reputation for quality and 
high standards, and top-class instruction in English. But 
the young foreigners might look to a phrase in an ancient lan- 
guage for the first lesson of their studies—caveat emptor, Latin 
for "let the buyer beware." & 
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KAZAKHSTAN 


Central Asia's 
Oil Oasis 


At least as far as its economy is concerned, one 
nation is pulling ahead in a region sullied by 
autocrats, poverty and the occasional terrorist 






By Hugh Pope/AiMaATs 


THE BUDDING ex-Soviet oil giant Kazakhstan is pulling rap- 
idly ahead of its Central Asian neighbours, emerging as an 
unforeseen anchor of calm prosperity in one of the world's 
tinder boxes of Islamic radicalism. 

Many challenges remain for this thinly populated coun- 
try the size of Western Europe, from its absolutist leader- 
ship to still-pervasive corruption. But broad growth has 
lifted the country's output 5096 in the past four years. A 
solid banking system and an oil-revenue windfall are creating 
the beginnings of a regional financial centre in Almaty. Oil 
exports of 1.1 million barrels per day—on a par with Libya 
or Algeria—are advancing toward a target of 3 million barrels 
per day by 2015, a critical few percentage points of supply in 
a world hungry for energy. 

The bulk of these exports head to international markets 
via Russia and the Black Sea, and what is currently a trickle 
heads to China by rail. Workers broke ground recently on a 
first, 200,000 barrels-per-day oil-export pipeline over the bor- 
der into the Chinese northwest. 


BUDDING OIL GIANT 
Kazakhstan oil exports 
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BUZZING ECONOMY: Almaty currency-exchange market 


United States companies ChevronTexaco, ExxonMobil and 
ConocoPhillips have led the way in the development of Kazakh 
oilfields with companies like BG International, Italy's ENI, 
Royal Dutch/Shell and Russia’s Lukoil. But United States 
involvement has its limits: America’s key regional ally is 
Uzbekistan, and the U.S. is formally accusing Kazakh Pres- 
ident Nursultan Nazarbayev of corruption. The case, due to 
start in New York in January, alleges that $78 million was ille- 
gally channelled from oil companies into Swiss bank accounts 
controlled by him and a former Kazakh prime minister. 

“The U.S. is sort of stuck in this limited partnership 
with Uzbekistan, while Nazarbayev thinks the U.S. is out to 
get him and can't understand why," says Laurent Ruseckas of 
the Eurasia Group. "As their situation improves, up-and-com- 
ing Kazakhs now feel a real sense of resentment." This group 
is trying, through new tax levies and other methods, to dilute 
the favourable terms of the deals ceded by Kazakhstan in 
the 1990s, he says. 

Uzbekistan has the biggest population of the five Central 
Asian states—26 million people, compared to Kazakhstan's 
r5 million—and the most credible army, and it hosts a vital 
U.S. military base on the border with Afghanistan. But it is 
now stuck in a five-year-old vicious circle of economic stag- 
nation, terrorism, oppression and growing popular anger with 
the government. 

“U.S. policy has largely failed in encouraging reform 
there," says David Lewis, Central Asia director of the >> 
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Brussels-based International Crisis Group. “Inevitably, Kaza- 
khstan now looks like a more attractive partner.” 

The other three states of Central Asia are small, with pop- 
ulations of about 5 million people each, and offer few alter- 
natives. Gas-rich Turkmenistan has turned in on itself and 
the cult of its quirky president; Kirgyzstan tried to be a 
Central Asian Switzerland but poverty soon made it depend- 
ent on Kazakhstan and international goodwill; Tajikistan, 
even poorer, is prey to violent factions, Uzbek domination 
and problems that spill over its mountainous borders, espe- 
cially with Afghanistan. 

It wasn't initially obvious that Kazakhstan would pull away 
from the pack. In the mid-1990s, Uzbekistan maintained its 
Soviet-era status as regional industrial powerhouse by stick- 
ing to Soviet-style state economic planning. For a while, the 
country boasted the lowest 
economic decline of any 
Soviet state and kept up a 
creaking minimum of serv- 
ices. Kazakhstan, mean- 
while, experimented with 
liberalism, and was hit by 
economic near-collapse and 
hyperinflation. 

Shocked out of any illu- 
sion that the old system 
could still work, Nazar- 
bayev took extra powers in 
a 1995 constitution and, 
following Southeast Asian 
political models like Sin- 
gapore, opened up to for- 
eign investment and in- 
stalled a well-regulated 
financial system. 

A decade later, the re- 
sults are impressive, despite pockets of poverty and non- 
transparency of ownership of assets. The well-lit, handsome 
main city of Almaty is now being transformed by cranes build- 
ing for a new middle class now able to sign up for 20-year 
mortgages. Kazakh GDP has risen to about $2,000 per capita, 
while Uzbekistan's lingers at around $350 and may fall to $250 
this year if the regime sticks to draconian regulations and cur- 
rency controls, according to the U.S. State Department. 
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BONDS AND FUNDS 

Foreign investment in Kazakhstan, mostly in oil, now exceeds 
$25 billion, 10 times more per person than in Russia. Kazakh 
bank bonds have long boasted investment-grade status. One 
state-run and 12 private pension funds manage $3.1 billion 
in assets on the Chilean model. A national fund to store excess 
oil revenues now has $3.7 billion under management. 

The leading Kazakh private bank, Kazkommertsbank, is 
now the largest in Central Asia and has begun to use its cheaper 
access to funds to perform international trade financing in Rus- 
sia and Turkey. This year, it broke new ground by financing the 
expansion of a steel mill in Siberia. "We do it better than 





Moscow. Even in Russia, we'd be one of the top five banks," 
says Managing Director Aidar Akhmetov. “We're looking 
outside, but the provinces are growing here too." 

One of Kazakhstan's advantages compared to Middle East- 
ern oil states is that the Soviet Union bequeathed it a well-edu- 
cated population and several industries besides oil, which cur- 
rently makes up just one quarter of the economy. Askar 
Yelemesov, deputy governor of the National Bank of Kaza- 
khstan, the country's central bank, says oil would probably 
never be responsible for more than half of economic output 
because of other major businesses exporting wheat, copper, 
zinc, titanium, steel and coal. 

"The beauty of it is that these industries are geographically 
spread out. Combined with stability, success and a vision, 
that's a strong glue," says Douglas Kennedy of ABN Amro 
bank, which has opened 
offices in 10 cities across 
the country. 

Although ethnic Kaza- 
khs are routinely chosen 
for top jobs—driving away 
many ambitious members 
ofthe 3096 Russian minor- 
ity—Kazakhstan has suf- 
fered almost no ethnic or 
religious violence, let alone 
terrorism. Yet while Nazar- 
bayev talks of political lib- 
eralization, he retains 
absolute power. Interna- 
tional observers said Sep- 
tember’s parliamentary 
elections were slightly freer 
than previous ones, but 
strong evidence of wide- 
spread vote-rigging made a 
mockery of Kazakhstan's pretence to full-fledged democ- 
racy. Kazakh media are still dominated by the state and out- 
lets owned by Dariga Nazarbayeva, the president's opera- 
singer daughter turned debutante politician. 

“You can write anything you like, but there are conse- 
quences,” says opposition activist Andrei Grishin, who in 
1999 was beaten and daubed in paint after he wrote an arti- 
cle critical of Nazarbayev. 

Nevertheless, Grishin says opposition voices now enjoy 
wider freedoms. Kazakhstan's only political prisoner appears 
to be Galymzhan Zhakiyanov, head of the hardline opposi- 
tion, under house arrest in a distant village. By contrast, the 
State Department this year counted over 5,300 prisoners held 
as Islamic extremists and other political or religious dissidents 
in Uzbekistan. 

“The problem for us is that we don't want to be compared 
to Uzbekistan,” says Oraz Jandosov, an architect of Kaza- 
khstan's success as director of the National Bank and now 
one of several younger Kazakhs who set up leading moder- 
ate opposition party Ak Zhol. “We want to be compared with 
Turkey or East Europe." = 
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The Real Problem in the Koreas 


By C. Kenneth Quinones 


The writer is director of Korean programmes at Interna- 
tional Action in Washington. He is a frequent visitor to 
North Korea, where he lived for a total of nine months in 
1995-97 while with the U.S. State Department 


It’s time to get real about the Korean Peninsula’s nuclear prob- 
lem. Since the Korean War, the United States and its allies 
have clung to the Cold War dichotomy between “good” non- 
communist South Korea and “bad” communist North Korea. 
It remains the bedrock for the huge U.S. military presence in 
Northeast Asia. But now South Korea is part of the problem. 

Seoul's admission of “small” nuclear indiscretions since 
1982—which gave the North the excuse to cancel the next 
round of multilateral talks—after its 1978 promise to stop 
nuclear-weapons development, confirms that national inter- 
ests drive South Korea’s security policy, just as it does that of 
North Korea and all other nations. Loyalty to allies and com- 
mitments to international treaties are considerations, but they 
are not the decisive ones. Security comes first. 

There is a second decisive factor that drives the two Koreas— 
a distrust of big powers, particularly America. The Koreans’ com- 
mon historical legacy taught them in the roth century not to trust 
a collapsing China and an expanding Japan. Koreans transferred 
their distrust to other big powers in the 2oth century. In 1943, 
World War II allies promised Korea independence “in due 
course." But in 1945, the Soviet Union and the U.S. divided 
Korea, and each then occupied half of it. The Korean War com- 
pelled Koreans to turn to separate superpowers for survival. 


The two Koreas distrust the U.S. for opposite 
reasons. Pyongyang sees America as its worst 


enemy, while Seoul fears the U.S. will abandon it y, 


The Cold War's end intensified Koreans’ sense of insecu- 
rity and distrust. North Korea’s benefactor collapsed, and with 
it the Soviet nuclear umbrella. This nurtured an appetite for 
a “self-reliant” defence posture that included a “nuclear-deter- 
rence capability.” South Korea remained under the U.S. 
umbrella. However, its strategists in the 1980s saw U.S. con- 
gressional grumbling about Seoul's then-authoritarian gov- 
ernment as a threat to the U.S. defence commitment. 

Today, the two Koreas distrust the U.S. for opposite rea- 
` sons. North Korea sees America as its worst enemy, while 
South Korea fears the U.S. will abandon it. Washington's recent 
redeployment of infantry units to Iraq is the latest in a series 
of troop reductions dating from the Vietnam War. Each time 





the U.S. has considered or withdrawn troops, 
South Korea has quickened progress towards a self- 
reliant defence, and resumed nuclear-weapons- 
related experiments. 

We need a realistic solution to the Korean 
nuclear problem. It must be rooted in diplomacy 
which, by definition, requires negotiations and con- 
cessions on both sides. The U.S., Japan, China and 
Russia should band together to present both 
Koreas a two-phase package deal. First, give them 
comprehensive security assurances. Require only 
that they recognize that no foreign power will inter- 
vene in any way if they engage in hostilities with 
each other. Next, the powers would present a joint 
Marshall Plan designed to revive the North Korean 
economy and link it to South Korea's. But first, 
both Koreas must give up their nuclear-weapons- 
development programmes and all related equip- 
ment and facilities in a complete and verifiable 
manner, accept comprehensive inspections, and 
initiate conventional-arms reduction talks. Dis- 
bursement of economic funds would be linked 
to progress on the disarmament front. 

After all, the two Koreas want exactly what 
everyone else wants—peace, prosperity and sta- 
bility on the Korean Peninsula. The absence of one 
threatens the others. 

Obviously, North Korea needs prosperity. Con- 
ditions in North Korea today have improved since 
2000. When I visited Pyongyang in August, the 
lights were on and air-conditioners in the hotel 
hummed around the clock. Restaurants were open 
and ample portions of food were served. Children 
played noisily in parks. Cars, bicycles and new dou- 
ble-decker busses filled the capital's streets. Flower 
pots and jars of pickled vegetables had replaced corn 
stalks, tomato plants and cackling chickens—a clear 
indication that Pyongyang's inhabitants no longer 
are desperate for food. In the countryside, people 
weeded lush green rice fields and tall fields of corn. 
Oxen, goats, chickens and geese were everywhere. 
Though scantily dressed, the children splashing in 
streams and lakes were clearly healthy. 

But the appearance of plenty is an illusion. It 
is a consequence of nature's compassion and the 
government's coercive diplomacy reflected in this 
sentiment: “Give me what I need or | will do some- 
thing disruptive." North Korea's leadership still must 
be persuaded to earn international respect and hard 
currency through good conduct and adroit trade. 
Only then can it pay for its needs. Otherwise, nature 
or war will again wreak havoc on the peninsula. = 
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New Friction Between 


Japan and China 


Relations between Japan and China showed signs of 

fresh strains. On October 18, some 80 Japanese 
lawmakers from the ruling party and opposition 

visited the Yasukuni Shrine, ignoring Chinese state- 
ments that such visits glorify Japanese militarism, 

damage relations and should stop. On the same day, | 
China announced it was to hold talks with Japan over F 
a worsening territorial and natural-resources dispute 





in the East China Sea. Both countries are prospect- 
ing for gas in the area to meet growing energy 
needs, but China has rebuffed Japanese requests for 
information on its prospecting. Tokyo suspects that 
China is exploring gas fields near Okinawa that 
could stretch into Japanese territory. The talks will 
take place on October 25. Friction has also appeared 
over intellectual property, with Japanese entrepre- 
neurs at a Beijing confer- 
ence reporting worsening 
piracy conditions, by 
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ECONOMY 


Finance Minister Jin 
Renqing acknowledged 
for the first time that 
China might exceed its 
growth target for this 
year of 7%, saying growth 
of 9% would be accept- 
able. Jin was quoted by 
state television as saying 
the government's efforts 
to rein in the economy 
were aimed at diminish- 


PAKISTAN'S President 
Pervez Musharraf promi: 
improved cooperation w 
China in fighting terroris 
after engineer Wang Pen 
was killed during an arm 
operation to free him fro 
kidnappers in South 
Waziristan. Another engi 
neer, Wang Ende, was fr« 
unhurt in the October 14 
operation. China's press 
responded to the death 
with criticism of the U.S. 
war on terror, and warnir 
that Chinese could not 
consider themselves 


ing “uncoordinated, immune to terrorism. 

unstable" factors in the 

national economy, not at 

damping overall growth. tour of a model village 

China has been trying to promoting capitalist 
between the two coun- slow its economy, reforms. Beijing is eager 

tries has been stalled worried that rapid for a resolution to the 

E growth could ignite nuclear dispute and 

* since January. politically explosive wants North Korea to 

inflation and threaten the speed economic reforms. 


banking industry. 
MZ Domestic media reported 


China played host to Kim that a recoverable 

Yong Nam, North Korea's ^ capsule from a Chinese 
No. 2 leader, and was due — scientific-research space 
to host a visit by U.S. satellite crashed into an 
Secretary of State Colin apartment building in 
Powell, amid diplomatic Sichuan province. There 
efforts to revive talks over were no injuries, but the 
North Korea's nuclear top floor of the building 
programme. Kim, who was wrecked. China 

has not visited China in blasted its first astronaut 
five years, was taken ona into space in 2003. 


some estimates costing 
Japanese business as 
much as $10 billion a 
year. Top-level dialogue 
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CHINESE MANUFACTURERS BEAT U.S. RIVALS 

Chinese manufacturers are increasingly keeping up with, and in some cases 
overtaking, their counterparts in the United States in research, innovation 
and productivity, according to a survey released by trade publication 
IndustryWeek and the Cleveland research organization Manufacturing 
Performance Institute. The survey found that Chinese manufacturers' on- 
time delivery rate is 99%, compared with 96% for U.S. manufacturers, and 
98% of Chinese manufacturers’ products meet specifications on the first try, 
compared with 97% for U.S. manufacturers. Also, 53% of China's manufac- 
turers offer more than 20 hours of training to workers, compared with 35% 
of their U.S. counterparts. The survey also showed that Chinese manufactur- 
ers lead in implementing information-management systems, but lag in 
spending on financial-management and on-line-pricing software. 








HONG KONG 


Hong Kong’s government 
came under fire over a 
decision ordering nightly 
TV broadcasts of China's 
national anthem. Activist- 
turned-lawmaker Leung 
Kwok-hung challenged 
Secretary for Home 
Affairs Patrick Ho, during 
a session of the city’s 
quasi-parliament, to 
explain why the accompa- 
nying video did not show 
political persecution. Ho 
responded by urging 
Leung and others to “put 
down their baggage” 
regarding China's com- 
munist government. 


HUMAN RIGHTS 


The vice-president of 
China's Supreme Court, 
Huang Songyou, 
announced that in future 
the court would review all 
death sentences passed 
by lower courts. Human- 
rights groups welcomed 
the move. China remains 
the world's most enthusi- 
astic executioner. In 2003 
it accounted for some 
63% of all known death 
penalties carried out 
worldwide, according to 
Amnesty International. 


PEACEKEEPING 


95 Chinese riot police 
arrived in Haiti as part of 
a United Nations peace- 
keeping mission. The 
deployment marks 
China's first for the UN 
in the Caribbean. The 








officers are part of a 
planned 125-member 
Chinese unit in Haiti. 
China has sent a total of 
297 peacekeeping 
policemen on six UN 
missions in East Timor, 
Bosnia, Liberia, 
Afghanistan, Kosovo and 
now Haiti. 


LEADERSHIP POLITICS 


Former Communist Party 
leader Zhao Ziyang, who 
was purged over the 
Tiananmen Square 
protests of 1989, spent 





his 85th birthday under 
house arrest. A New 
York-based human- 
rights group, Human 
Rights in China, 
reported groups of 
people gathering out- 
side his house hoping to 
see him. China's present 
leadership has shown 
scant enthusiasm for 
releasing Zhao, who is 
seen as symbolizing the 
reforms of the 1980s. 


HAITI: UN peacekeeping for Chinese anti-riot police 


ZHAO: Still under house arrest 


BUSINESS DIGEST 





HOLLYWOOD'S CHINA VENTURE 

United States company Warner Brothers announced that it was 
forming the first foreign joint venture to produce films in China. 
The company, a unit of the Time Warner media conglomerate, 
will partner with a state-owned film firm, China Film Group, and 
Hengdian Group, a private business with interests in film and 
television production. The new company, Warner China Film, will 
produce, market and distribute Chinese-language feature films, TV 
movies and animation. Until December 2003, when laws were 
relaxed, foreign makers of TV programmes and films were pro- 
hibited from forming joint ventures. Previously, foreign firms have 
been allowed to co-produce films on a one-off basis. The open- 
ing of China's media sector is being driven by the government's 
realization that media outlets need to operate commercially and 
profitably. In the past, media organizations have served mostly 
as propaganda organs for the state. 


PRIVATE AIRLINE NEARS TAKE-OFF 

China's first private airline hopes to begin service before the end 
of this year, according to a report by the official Xinhua news agency. 
Okay Airways, based in Tianjin, plans to focus on domestic cargo 
and passenger charters. The company is one of three private air- 
lines that are applying for permission to fly. China has been mod- 
ernizing its airline industry since the mid- 1990s when the govern- 
ment monopoly airline was broken up into smaller regional units, 
many of which subsequently lost money. The other two private 
airlines are United Eagle Airlines, based in Sichuan province in 
the southwest, and Shanghai-based Air Spring. 


ASSET INDUSTRY UNDER SCRUTINY 

China's securities regulator said it was tightening oversight of asset- 
management firms because of irregularities. A notice issued by 
the Security Regulatory Commission's Shenzhen branch gave asset- 
management companies until October 22 to submit details of debt 
positions and any client funds found to have been misappropriated, 
China's asset-management industry has grown rapidly in recent 
years. But investigations have revealed abuses, including instances 
where brokerage firms have been found to be illegally managing the 
assets of individual investors or providing private clients with guar- 
antees regarding principal and interest, which is not allowed. The 
notice said such illegal actions "carry huge risks and we have learned 
severe lessons in the past." The government has taken over at least 
six local securities firms this year because of alleged abuses. 


SMOOTH SAILING FOR BANK OF CHINA IPO 

Bank of China reported that group operating profit for the first 
nine months of 2004 had risen 24% from a year earlier and that its 
plans for a public listing were on track for the second half of next 
year. Operating profit for the period stood at $5.8 billion, while its 
ratio of nonperforming loans fell by more than 11 percentage points 
to 5.16%, the bank said. The bank also said that a second tranche of 
subordinated bonds, due to be issued on October 22, "aver 
boost its capital-adequacy ratio ahead of the 2005 listi ^ eivers, 
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Ones That Got Away 


A CIA report on $ Saddam Hussein’s 
reveals a mixed record for China in halting proliferation 


PROLIFERATION 


we apons pr Ogrammes 


activities by its own firms and citizens 


By Susan V. Lawrence/WASHINGTON 
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HOSE TRACKING China's record 
United 
States government report on Iraq's pre- 
2003 weapons programmes provides 
some grounds for optimism that China 
is becoming more 
weapons-related exports. It also high- 
lights failures that show China still has 
much to do to make its nonproliferation 
controls airtight. 
The report, 
inspector for the U.S. Central Intelligence 
Agency, Charles Duelfer, 
released on October 6, is based on Cap- 


by the chief f weapons 


which was 


tured Iraqi documents and interviews 
with former Iraqi officials. U.S. media 
coverage has tended to focus on in find- 
addam 
Hussein did not have weapons of mass 


ing that deposed Iraqi leader 


destruction, and on an Iraqi list in the 
report which allegedly shows recipients 
of oil vouchers that could be redeemed 
under the United Nations-administered 
oil-for-food programme. Several promi- 
nent Asians are on the list, including 
Malaysian Prime Minister Abdullah 
Ahmad Badawi, who has expressed 


effective at controlling 





bewilderment at his appearance in the 


document, and Megawati Sukarnoputri, 
Indonesia's former president. Also named 
is India’s Congress Party. 

Less attention has been paid to another 
aspect of the report—the involvement of 
firms from many countries in a contro- 
versial Iraqi weapons programme, many 
aspects of which had been hidden. 
Although China is among those impli- 
cated, experts nonetheless see encourage- 
ment in a finding of the report that in the 
years leading up to last year's U.S.-led inva- 
sion, many Iraqi efforts to procure from 
Chinese firms equipment, materials and 
technology for Iraq's weapons programme 
failed. The report says that some contracts 
between Iraqi purchasers and Chinese 
suppliers were “abruptly stopped,” and 
that the U.S 
happened as “a result of Beijing's direct 


government suspects this 
intervention." It adds that though Iraqi 
government agencies met on numerous 
occasions with potential Chinese suppli- 
ers, "most meetings never ended in any 
signed contract." 


What is discouraging, however, is that 


CHINESE MISSILES 
Technology made its 
way to Baghdad 


even in the case of Iraq, where China had 
powerful incentives to uphold UN sanc- 
tions, prohibited Chinese equipment and 
materials managed to find its way to 
Baghdad. Among the items that the report 
says slipped through were rocket-guid- 
ance software disguised as children’s com- 
puter software, gyroscopes and accelerom- 
eters intended for use in missile guid- 
ance-and-control systems, missile-grade 
graphite, and telecommunications equip- 
nent with potential military uses. The 
report also says that Iraq recruited a top 
Chinese electronic-warfare expert to col- 
lect information on laser tracking-and- 
guidance systems and on Chinese coop- 
eration with Iraq's arch-enemy, Iran. 

The failures are allegations only, but 
they are likely to hurt China's chances 
of winning membership in the Missile 
Technology Control Regime, a voluntary 
association of 34 countries that seeks to 
coordinate export-licensing efforts to pre- 
vent missile proliferation. Beijing has said 
it is seriously considering applying to join 
the MTCR. But a key condition for U.S. 
support of China's bid is that China must 





havei in place effective missile-export con- 
trols. The Duelfer report suggests China 
| does not meet that standard. 
<- Ironically, even where the report 
-chronicles China's nonproliferation suc- 
“cesses, it may give the Chinese govern- 
-ment headaches. The report “shows that 
«China does have the ability to enforce pro- 
liferation norms and regulations when 
view it in their self-interest," says a 
government official. That, he says, 
lead one to question why, then, they 
t stop this kind of behaviour to coun- 
ies like Iran, Pakistan, and Syria." U.S. 
-pressure on China to crack down harder 
n alleged sales of banned equipment and 
hnologies to Iran and Pakistan, in par- 
cular, is certain to increase. 
2 < Overall, the Duelfer report is less crit- 
; ical of China than might have been 
expected before the U.S.-led invasion, 
chen rumours of illicit Chinese deals 
abounded. “Basically, the Duelfer report 
|. comes out and says the Chinese were 
engaged in some relatively minor prolif- 
-eration violations. It is certainly not as seri- 
ous as some of the other countries that are 
listed there,” says James Mulvenon, a 
China-security expert and deputy director 
: of the Centre for Intelligence Research, a 
< Washington-based think-tank. 
. The Duelfer report identifies as 
` greater problems firms from Jordan, 
: uda, France, Italy, Romania and Turkey, 






































on sanctions," a reference to its position 
among the UN Security Council's five per- 
manent members. Beijing would have 
been keenly aware, Mulvenon says, that 
"the potential value of their abstention or 
even their acquiescence and approval of 
any Security Council resolution on Iraq 
would be undermined by embarrassing 
disclosures about proliferation." 


THE SPY FROM CHINA 
The Duelfer report lists two instances in 
which Chinese companies signed con- 
tracts with Iraqi entities, but in which 
Duelfer's group was unable to establish 
that delivery of the contracted items took 
place. A 2000 deal with state-owned North 
China Industries Co., or Norinco, for gyro- 
scopes for use in missiles fell into that cat- 
egory. So did another deal with an uniden- 
tified Chinese firm for "test equipment 
associated with inertial guidance systems." 
In January 2003, when two Iraqi firms 
approached unidentified Chinese compa- 
nies hoping to buy chemicals used in liq- 
uid rocket propellants, the report says 
the Chinese firms refused to sell, citing the 
“potential weapons application." 
Among the most serious allegations 
against Chinese firms is that in 2002 and 
2003 an unidentified Chinese company, 
or companies, provided Iraq with software 
that the report says ^was used to guide the 
missiles bi fired at U.S. forces in Kuwait 


-A CHINESE COMPANY, OR COMPANIES, PROVIDED 
SOFTWARE THAT THE REPORTS SAYS WAS USED TO 
. GUIDE MISSILES FIRED AT U.S. FORCES IN KUWAIT 


which appear to have been involved in 
-trade with Iraq related to weapons of mass 
- destruction. The report also makes more 
. serious allegations concerning the gov- 
ernments of Syria, Belarus, North Korea, 
the former Federal Republic of Yugo- 
. slavia, Yemen and “possibly Russia,” 
which, it says, “directly supported or 
endorsed private company efforts to aid 
Iraq with conventional-arms procure- 
ment, in breach of UN sanctions.” 
Mulvenon says one explanation for 
- China's nonproliferation successes in 
. Iraq may be that “the Chinese were very 
- much thinking in the mindset of being a 
EE Ems country that was holding the line 












during initial hostilities in 2003." In the 
case of the accelerometers and gyroscopes 
that evaded Chinese export controls, an 
Iraqi intelligence officer stationed at Bagh- 
dad's embassy in Beijing made the pur- 
chase from an unidentified firm in China. 
But an Iraqi source told Duelfer's group 
that Iraq was never able to use the items 
because the packages were incomplete. An 
unidentified Indian-affiliated United Arab 
Emirates-based firm is accused of helping 
Iraq to purchase missile-grade graphite 
from an unidentified Chinese firm. The 
report gives no details of how much Chi- 
nese graphite made its way to Iraq, or 
when. And Chinese firm Huawei Tech- 






























































nologies is accused, along with two otl 
unidentified Chinese companies, of 
lating UN sanctions by installing telecory 
switches and fibre-optic cable in : 
around Baghdad between 1999 and 20 

Contacted by the Review about th 
allegations, Fu Jun, a spokesman. 
Huawei, said the company successful 
bid for one contract for Iraq, a deal to pr 
vide mobile networking equipment unde 
the UN’s oil-for-food programme in 199 
Fu says that the contract, finally appre 
in 2001, was never implemented, thot 
he refused to explain why. He denie 
Huawei provided any equipment to 1 
before the war. A former senior Hua 
executive who declined to be identif 
however, disputed that account. He s 
some Huawei switching equipmer 
get to Iraq, but it was never clear wh 
the company had a direct role in the: 
or whether a third party had transfer 
the equipment. 

One of the more surprising alleg 
tions in the report is that in May 200 
Iraq recruited a senior Chinese electron 
warfare specialist as a spy, paying hi 
$7,500 recruitment bonus and a $560 
month stipend. It says he was tasked 
collecting information on laser tra 
systems, laser guidance syst 
cooperation between Iran and C 
it doesn't say whether he ever provi 
any information on those subjects. 
Chinese specialist is identified in d 
ent passages by three different nar 

“Mr. Shokovan,” “Professor Xu G 
and “Professor Xu Govan.” 

Mulvenon hypothesizes that t 
terious Xu may. have been recruited 
the knowledge of the Chinese gov 
ment, perhaps in the hope that he c 
stay in place through any hostilities wit 
the U.S. and so be able to funnel usefu 
information back to China about U.S 
electronic warfare. Noting China's focus 
on the possibility of Chinese forces hav- 
ing to confront U.S. forces ina showdown: 
over Taiwan, Mulvenon says: "The impo 
tant issue is the extent to which Chii 
assistance and observation in Iraq hel 
them identify vulnerabilities about mod 
ern U.S. war fighting that would then b 
applied to the electronic-warfare envi 
ronment in the Taiwan Strait.” 8 

Matt Pottinger in Beijing contribu 
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ECONOMY 


Unfixing the Markets 


China faces a dilemma over how to make its stockmarkets less risky and more efficient 
without crashing them. A new fund offers a possible answer 


By James T. Areddy/SHANGHAI 


THE BIRTH OF STOCKMARKETS in China, nearly 15 years 
ago, was supposed to mark a symbolic death of communism. 
But the Shanghai and Shenzhen markets have never operated 
quite like their counterparts in the West. Instead of letting go 
of companies, Beijing retains majority stakes. Once that 
looked politically astute; now it appears to be slowing eco- 
nomic reform. Beijing needs an exit strategy. 

The state continues to exert a grip over listed compa- 
nies, casting a cloud over the development of China’s stock- 
markets. Those holdings were originally considered key to 
ensuring support for entrepreneurial spirit and for keeping 
authorities attentive to the reform process. Today, however, 
the state’s hand in the markets is seen as a risk factor, possi- 

bly explaining steady erosion in share values since 2001 
despite strong economic growth and corporate profits. 

The government may soon have a chance to begin 

bowing out as the nation’s primary owner of stock. A 

new type of investment fund being backed by a U.S. 

firm based in Boston, State Street Corp., allows big hold- 

ers of equity to make a smooth exit from the market with min- 

imal disruption. State Street intends to launch its so-called 

“exchange traded fund” before the end of the year. Proponents 

say its appeal is that unlike investment funds that buy stocks 

on the open market, the exchange traded fund can also build 

its asset base by purchasing stocks from any big holder, includ- 
ing the government. 

"It's a brilliant move on the part of the regulators. More 
important, it's a great vehicle for assisting with disposal of state 

assets," says Peter Alexander, principal of Z-Ben Advisors. The 
Shanghai consultancy has no links with State Street. 
The government has used stockmarkets to raise money 
and initiate privatizations of state companies. But the min- 
istries and bureaus behind the share offerings have never 
actually released control of their companies. The vast 
majority of the 1,300 companies that have gone public 
in China thus remain predominantly state-owned. 

Since some 60% of the average listed company remains 
in state hands, private investors represent a minority inter- 
est in the total outstanding stock of around $500 billion. 
The fear is that by selling its shares the government will 

cause prices to crash. Past experience with the market's acute 
sensitivity to this “overhang risk" has left authorities reluc- 
tant to even hint at ways of dealing with it. 
The authorities say they understand that for a modern >> 
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stockmarket to work efficiently, it should have minimal 
government participation. But for now, they have no inten- 
tion of adopting the State Street model. "The joint working 
team set up by the China Securities Regulatory Commission, 
the State-Owned Assets Supervision and Administration 
Commission and the Ministry of Finance is working actively 
on solving the coexistence of tradeable shares and non- 
tradeable shares in the stockmarket," a spokesman for 
China's State Council said in a statement to the Review. “But 
the progress of this work is unrelated to the launch of an 
exchange traded fund." 

A real-world example from Hong Kong shows how the 
specialized mutual fund can offer a painless way to start 
the process. Furthermore, State Street says, it specifically 
pitched its proposal to Chinese regulators by citing its suc- 
cess in tackling a similar problem in Hong Kong. “It’s not 
sexy. It's not big bang. It's an elegant way of doing it because 
it's not disruptive to the market," says Vincent Duhamel, 
State Street's regional chief executive officer. State Street says 
it approached Beijing with its idea shortly after launching the 
Tracker Fund of Hong Kong in November 1999. That 
fund allowed Hong Kong's government to 
sell down $15 billion of stock and net a 
$6 billion profit. 

Hong Kong faced much the 
same situation China does now, 
though it got there by a circuitous 
route. Its shares had been accu- 
mulated in a battle with specu- 
lators during the Asian Finan- 
cial Crisis. The authorities 
won their August 1998 bout 
with hedge funds, but Hong 
Kong's laissez-faire creden- 
tials were deeply scarred. Inter- 
vention had left the government 
holding 796 of the benchmark Hang Seng 
Index—which itself represented some 7796 of overall mar- 
ket capitalization. 

Desperate to get out quickly, but aware that selling could 
have crashed the market and played into the hands of specu- 
lators, Hong Kong took a risk on State Street's plan. The 
turnaround afforded by the Tracker Fund in less than four years 
gave Hong Kong central banker Joseph Yam an opportunity 
"to indulge in a quiet sigh of relief," he said in 2002. 

In some ways, Beijing has shown no sign of wanting to get 
out of Chinese stocks listed either on mainland or overseas 
markets. Government entities continue to hold the lion's share 
of equity in each company that has done a domestic or inter- 
national IPO. And the State Council's statement to the REVIEW 
points out that the shares in Hong Kong were fully tradeable 
on the markets from the beginning. “The Tracker Fund there- 
fore cannot simply be copied to sell state shares." 

In China, the exchange traded fund will track an index 
of the 50 biggest stocks on the country's largest market, Shang- 
hai. It will hold shares of each company in the Shanghai 5o 
Index in proportion to their weight in the index. Index stocks 


often account for 3096 of total Shanghai trading. Since the 
fund itself will be listed on the Shanghai market, its change 
in value minute-by-minute will be comparable with prices 
of the underlying 50 individual stocks. 

Using computer programs, institutional investors will 
be able to exploit differences, or arbitrage, between the prices 
of stocks on the open market against their value in the fund. 
Individual share-price movement is likely to be quickly 
reflected in the value of the fund and any differences will offer 
trading opportunities. State Street's American Stock Exchange 
"Spider" exchange traded fund tracks the S&P 500 Index of 
big U.S. shares in the same manner. 

In China, State Street's partner is China Asset Manage- 
ment Co., or Huaxia, which is required to own two-thirds of 
their joint venture. The fund intends to buy A shares—ren- 
minbi-denominated shares for local investors—of all firms in 
the Shanghai 50, stocks like Baoshan Iron & Steel Co., China 

United Telecommunications Corp. and 

Huaneng Power International Inc. 
State Street's Duhamel says 
the fund, called the Shanghai 
50 ETF, will obtain stock on 
the open market at first. 
Duhamel said the fund 
managers won't initially 


















SINCE SOME 60% or THE 
AVERAGE LISTED COMPANY 
IS IN STATE HANDS, PRIVATE 
INVESTORS REPRESENT A 
MINORITY INTEREST 


try to cut deals with state shareholders because they want to 
maintain a low fee structure for the Shanghai 50 ETF. State 
Street's decision not to approach state shareholders directly, 
however, also reflects the inherent complexity of solving a 
problem that involves shareholders from various governments 
and ministries all around China. 

Yet, State Street is rolling out an invitation to state share- 
holders. If things work as hoped, Duhamel says, domestic 
investment bankers—who know the shareholders better than 
State Street does—will cut deals to buy shares from Chi- 
nese stakeholders and then liaise with State Street. The 
fund pledges to take in shares from investment bankers, as 
long as they are pooled into mini-approximations of the 
Shanghai 50 Index. 

Instead of paying cash, the fund will exchange new units 
of itself for shares it obtains, representing growth in its own 
assets. "The pie increases and we give new units in the fund," 
in turn allowing the original stockholder to diversify his invest- 
ment or sell fund units back into the market, Duhamel says. 
He adds, “It allows for a very simple way for the govern- 
ment to package their shares.” = 
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- global financial expertise 
and Swiss precision. 
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Food-export giant Thailand is ina tricky position. It’s inching toward allowing 
commercial production of genetically modified crops. That could jeopardize 
future trade with Europe and Japan 


By Shawn W. Crispin/KHON KAEN PROVINCE 


NO TO GMO: A Bangkok 
protester masquerades as 
Thai Premier Thaksin, who 
is in favour of lifting a ban 
on commercial production 
and trading of GMOs 
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WHEN THAILAND first tinkered with the 
genetics of its locally grown papayas back 
in 1995, the scientific debate over the 
safety of genetically modified organisms 
(GMOs) had barely begun. 

A team of researchers in Hawaii had 
developed a strain of GM papaya that 
boosted the fruit's resistance to viral fungi, 
and Thailand wanted this. The Thai gov- 
ernment later teamed up with researchers 
from Cornell University and received 
funding from the United States Agency 
for International Development to engi- 
neer a GM papaya tailored for Thailand's 
tropical climate. 

Now, almost a decade and millions 
of dollars worth of lab tests later, Thailand 
is embroiled in a GMO controversy. The 
reason: In July, the country's GM papayas 
somehow got out ofthe lab and sprouted 
in hundreds of nearby farms. 

The leakage sparked a panic among 
local fruit farmers after environmental 
groups charged that GM papayas had 
"contaminated" their fields. The uproar 
highlighted Thailand's ambivalent posi- 
tion on GMO technology, where confus- 
ing government policies simultaneously 
restrict and promote GMOs. 

Now the country is under commercial 
pressure to clarify that mixed message. 
Last month, Germany announced new 
bans on the import of Thai-produced 
canned fruits that contain papaya. Simi- 
lar threats from Bangkok-based Japanese 
diplomats forced Thai agriculture officials 
to axe the 1,000 or so GM papaya trees 


GMO OR NO? 


Asia has mixed feelings about the 
commercial production and tradit 
of genetically modified organisms 


e China is the second-largest pr 
GM crops globally after the U 


¢ For India, GMOs represent an 
to ensure food security. But s 
have banned GMOs 


(lawful for Mus 


«Thailand is forging 
experiments, but 


they had planted as part of an open field 
trial (see article on page 36). 

Thailand's jarring experience shows 
how the growing global debate on GMOs 
is fast fragmenting global food markets 
and putting political pressure on food 
exporters to choose between natural or 
GM food production. "It's risk-risk,” says 
a Bangkok-based U.S. agriculture offi- 
cial, referring to developing countries’ 
choice on GMOs. “If countries like Thai- 
land don't diversify [into GMOs], they 
won't profit from their geographical com- 
parative advantage.” 


COMPANIES SPY OPPORTUNITIES 
Europe and Japan ban most GMOs due to 
concerns about their still-uncertain sci- 
ence. The U.S., home to the world’s 
largest biotechnology companies, includ- 
ing agribusiness giant Monsanto, is the 
world’s chief advocate of spreading the 
technology into developing countries. 

Big biotechnology companies that deal 
in GMOs are looking for new growth 
opportunities in Asia to compensate for the 
problems they ve encountered in European 
markets. For example, Monsanto recently 
withdrew its GM Roundup Ready wheat 
product from European markets because 
of regulatory hassles and slack demand. 
Germany's Bayer and Switzerland's Syn- 
genta, too, have recently scaled back their 
GMO operations in Europe. 

Last year, almost one-third of the 
world's GM crop area was in develop- 
ing countries, up from one-quarter in 





2002, according to statistics compiled 
by the International Service for the 


Acquisition of Agri-Biotech Applica- 


tions, a not-for-profit GMO advocacy 
group. Six countries account for 99% of 
the world's total GM crop area: the U.S, 
China, Argentina, Canada, Brazil and 
South Africa. 

Thailand's own GMO policies have zig- 
zagged over the years. After embarking on 
government-backed experimentation in 

the 1990s, Bangkok banned all commer- 

cial production and trade in GMOs in 
2001, in line with policies enacted in Japan 
and the European Union, Thailand's 
largest food-export markets. 

But recently Thai officials, including 
Prime Minister Thaksin Shinawatra, have 
hinted at another possible policy U-turn. 
in January, Agriculture Minister Som- 
sak Thepsuthin drew up a national sever 
year plan to position Thailand as a 
regional biotechnology hub, with the goal 
of promoting the emergence of more than 
100 new Thailand-based biotechnology 
companies. The plan calls for the creation 
of a “clear policy" towards GMOs by the 
end of 2004. 

On August 20, Thaksin, who serves as 
chairman of Thailand's National Biotech. 
nology Committee, said he would overtum 
the country's current ban on commercial 
production and trade in GMOs, declaring 
that "the government wont let the country 
miss the biotechnology train." : 

At the same time, the Thai govern: = 
ment commissioned a team of U.S. # - 






PHILANDERING FRUIT 


Can genetically modified organisms (GMOs) peacefully 
co-exist with naturally occurring crops? 

Gene flow, or the process by which GM crops 
cross-pollinate and genetically affect nearby organic crops, 
is the latest twist in the global GMO debate that is 
fragmenting global food markets. 

In September, the United States government issued a 
study that showed a test crop of GM grass in the state of 
Oregon had mysteriously taken additional root naturally in 
fields 20 kilometres away. 

The findings come amid growing global complaints that 
GM crops are escaping their confines and contaminating 
organic crops. In Thailand, there are concerns that a 
government experiment with GM papaya may have 
cross-pollinated with naturally occurring papaya crops, 
possibly from pollen carried by wind, birds or insects. 

Others argue that GM papaya seeds may have 
unintentionally been mixed with the organic ones that Thai 
agriculture officials sell to farmers. 

Fruit farmers as far as 60 kilometres away from the GM 
papaya test site, where access to the barbed-wire enclosed 
experimental trees was strictly prohibited, have recently 
seen GM papaya take root in their fields. 

“Until now | had never even heard of GMOs” says 
Somkuan Siwongchasakoon, 52, a fruit farmer who's 
disorderly fields mysteriously gave rise to five GM papaya 
trees. "I don't know where they came from." 

Thailand's unexplained spread of GM papaya raises 
questions about whether food-exporting countries can take 
a middle-of-the-road policy on GMOs and maintain their 





JUICY GOSSIP: GM papayas were found in Somkuan's fields 


Union, where GM food is banned. GMOs' critics note that 
when food-exporting countries allow commercial GMO 
production, regulatory hurdles in the EU and Japan increase 
the cost of trade and undermine the competitiveness of 
their organic-food exporters. 

For papayas, Japan requires growers from countries that 
allow both GM and organic production to adhere to a costly 
identification protocol, in which farmers of non-GM papayas 
must provide documented evidence that each tree and their 
soil have tested negative for GMO contamination. 

Otherwise, papaya exporters are subject to spot checks, 
which can take several days to complete, sometimes affect- 
ing the fruit's quality and marketability, according to a study 
commissioned by the American Phytopathological Society. 
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export markets in places such as Japan and the European 


v 
v 


biotechnology experts to tailor a pro-GMO 
national policy message that wouldn't 
alienate their biggest anti-GMO export 
markets, according to people involved with 
the public-relations drive. 

Thai scientists involved with the 
genetic experiments argue that develop- 
ing and patenting GMOs will give Thai- 
land a leg up on regional rivals and 
improve rural productivity. International 
advocates of the technology say that trop- 
ical countries like Thailand—where year- 
long hot weather allows pests and disease 
to thrive—are well-disposed to using 
GMOs in lieu of chemical pesticides. 

In the mid-1990s Thailand estab- 
lished Biotec, a state-funded biotech- 
nology research and engineering outfit 
that focuses on GMO research, among 
other genetic pursuits. Biotec has since 


overseen a series of low-profile transgenic 
experiments, altering the DNA of a wide 
array of local crops, including papaya, 
peppers, pineapple, cassava, cotton, 
orchids and rice. 

Government scientists say they are 
now ready to patent various Thai-specific 
GM grains, fruits and vegetables. Thai offi- 
cials contend that this head start puts Thai- 
land in a position of strength to profit from 
possible GMO exports, particularly to less- 
developed, climatically similar countries 
such as Burma, Laos and Cambodia. 

Vilai Prasertsee, the government sci- 
entist who led the GM papaya experiment, 
says her team has studied the feasibility of 
exporting GM papayas to Bangladesh, 
where an epidemic of night blindness in 
humans could be tackled naturally with GM 
papayas rich in Vitamin A. 


Shawn W. Crispin 





Says Vilai, standing in front of a field 
of GM papaya trees cordoned off by a 
barbed wire fence, “If we don't grow 
[GMOs] ourselves, somebody else will.” 

Monsanto has coached Thai govern- 
ment scientists in the processes used in 
certain genetic-engineering techniques, 
particularly for GM corn. The U.S. gov- 
ernment has also provided indirect finan- 
cial support to Thailand's biotechnology 
drive, particularly through aid earmarked 
to help the government develop the reg- 
ulatory and legal framework to patent, 
protect and export GM products. 

But critics warn that a full embrace of 
GMO technology could shut down impor- 
tant export markets for Thailand, and 
might have a negative impact on the envi- 
ronment and human health. 

Janet Cotter, a scientist at Britain's 
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Exeter University who works with envi- 
ronmental group Greenpeace, notes that 
many GMO experiments have had unin- 
tended consequences. In particular, she 
points to a GM rice experiment conducted 
by Syngenta that aimed to enrich the grain 
with more Vitamin A, but also mysteri- 
ously changed its natural red colour to yel- 
low. “When these unexpected effects occur, 
it shows how big the knowledge gap really 
is,” says Cotter. “That raises big questions 
about GM food safety.” 


IMPLICATIONS FOR ASIA 

Thailand currently earns a premium on its 
organically grown crops: For example, 
British supermarket chain Tesco pays extra 
for Thailand-produced chicken raised with- 
out GMO-based feed. Some Thai agricul- 
ture groups fear that opening Thai food 
markets to GMOs will eventually make 
Thai farmers dependent on multinational 
corporations for their seeds and supplies. 

“To us, it’s a matter of economic sov- 
ereignty,” says Ubon Yuwaa, head of pol- 
icy at the Alternative Agricultural Network 
in Khon Kaen, a non-governmental organ- 
ization opposed to GMOs. In Thailand, 
where around 50% of the workforce is 
involved in agriculture-related activities, 
those home-grown concerns have his- 
torically had political weight. 

Where Thailand, one of Asia’s largest 
food exporters, finally comes down on the 
debate could have important regional 
implications. Asia’s current policy towards 
GMOs is mixed. Three states in India 
have declared themselves “non-GMO” 
zones, for example. Indonesia and 
Malaysia, where genetically modified corn 
has been introduced, are stuck in a reli- 
gious debate about whether GMOs can be 
considered halal (food that meets Islamic 
dietary rules). South Korea and Japan, 








meanwhile, maintain strict bans on 
almost all forms of GMOs. 

At the other end of the GMO spectrum, 
China, where food security is a crucial 
measure of social stability, is the world’s 
largest producer of GM crops after the U.S., 
according to the U.S. Department of 
Agriculture. GMO technology, including 
soybeans modified to grow in arid or 
heavily saline soil, is helping China come 
to grips with its land constraints. Less than 
896-996 of China's total land area is arable. 
Industry analysts predict China will 
become a net exporter of GM soya beans 
within the next two to three years. 

Government officials, scientists and 
food-industry executives are waiting to 
see exactly how big food exporters like 
Thailand, the world’s largest rice producer 
and exporter, reconcile the potential risks 
and rewards of GMOs. 

And some are working to influence that 
outcome. The U.S. will argue for Thailand 
to open its markets to GMOs during 
upcoming negotiations for a bilateral free- 
trade agreement, Thai officials say. And 
U.S. biotechnology interests have dan- 
gled carrots in front of Bangkok: Both Cor- 
nell University and Monsanto have offered 
to waive technology fees for GM products 
grown and consumed in Thailand. 

Monsanto has long lobbied, so far 
without success, for GMO access to the 
country's fertile fields, offering to help 
make Thailand a regional showcase for 
the efficiency-enhancing upside of GM 
corn production. 

“Farmers in India, China and the 
Philippines are experiencing higher yields 
and greater incomes . . . thanks to [GM] 
crops," says Kongtat Chanchai, Monsanto's 
Bangkok-based spokesman. "We look for- 
ward to the day when Thai farmers are able 
to enjoy the same benefits." = 
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TECH BARRIER: 
Before gadgets 
can hook up, 
makers need to 
work together 


ELECTRONICS 


Knotty Networks 





Before the vision of a networhed home can become a reality, arch-rivals like Sony, 


Toshiba and Panasonic need to cooperate. That's a tall order 


FOR FOUR GRUELLING DAYS in mid-September, Yoshio Son- 
oda and 100 other engineers hung out in a ballroom at the 
Hilton Hotel near Tokyo's Narita international airport, plug- 
ging stuff together. The goal of the so-called “plugfest”: to test 
a set of technical standards that would let a video clip stored 
on a Sony computer, for instance, play on a Panasonic TV. 

It wasnt easy. Historically, it's been hard enough to get 
devices from different makers in the same industry to connect. 
The 25 companies at September's plugfest—sponsored by a 
United States-based group called the Digital Living Network 
Alliance (DLNA) that is trying to set standards for sharing dig- 
ital media in the home—ranged from software makers like 
Microsoft to electronics manufacturers like Toshiba. 

Day after day, the engineers tested, plugged and retested 
their devices against others, munching on French fries 
and Japanese junk food as they worked. When something 
didn’t work, it was the job of Sonoda—a standards expert 
at consumer-electronics maker Kenwood—to help figure out 
why. When squabbling broke out over whose gear was at fault, 
Sonoda arbitrated. 

"It was really tough," says Sonoda, who has been involved 
in a number of stalled attempts over the years to get gadgets 
from different makers to talk to each other. Even when every- 
one is following the same set of guidelines, people tend to "read 
between the lines" and interpret differently, he says. 


By Phred Dvorak/Toxyo 


As companies from Sony to Microsoft paint pictures of 
a world where movies and music are zapped digitally and 
effortlessly from gadget to gadget in the home, the DLNA 
plugfest is a graphic illustration of just how hard it's going 
to be to get there. Companies trying to create a “home net- 
work”—as it's often called—encounter technical barriers, 
copyright problems and the ever-thorny issue of getting a 
bunch of rival makers to cooperate with each other. 

What's more, it's not even clear that most families want 
their TVs hooked up with their computers so they can all look 
at digital photos together in the living room—as one recent 
DLNA event suggested they do. "The biggest obstacle is that 
our customers still don't understand what's so great about 
hooking things up in a network," says Sonoda. Kenwood a few 
years ago sold a stereo system in the U.S. that could zap 
digital-music files through the phone lines from a central hard 
drive to special players in different rooms of the house—only 
to find that plenty of people were just as happy using cheap 
boom boxes to do the same thing. 

But as more and more content is stored, played and trans- 
mitted in digital form, over devices that increasingly resem- 
ble computers with screens and speakers, electronics and PC 
makers alike are convinced that they have to figure out how 
to handle and share that content over a variety of different 
gadgets—before someone else beats them to it. “If we mud- 


dle around, other companies will forge ahead of us,” says Take- 
hiko Okuyama, an engineer at Toshiba. 

Companies like Toshiba and Kenwood see the DLNA as 
the most promising effort yet to set the standards needed 
for devices to transfer data in the home. Most of the big 
consumer-electronics and computer makers are members. 
And the DLNA's guidelines are relatively easy and cheap to 
comply with. That's because unlike many previous home-net- 
working groups, the DLNA isn't promoting a new network- 
ing technology. It’s merely proposing a list of already proven 
technologies—such as the JPEG method of compressing dig- 
ital images—to be used as common standards. 

The DLNA guidelines are still in progress—September's 
plugfest was only to test the standards set so far. Next year, 
the group aims to have a process in place that would let mak- 
ers certify their devices as DLNA-compliant. That would mean 
that users could pass video, photos and music back and forth 
over DLNA-approved devices without worrying about who made 
the gadgets or what media formats they use. 

Even famously independent Sony is planning to sell 
DLNA-approved gadgets, starting next month with a Vaio 
PC that complies with the DLNA guidelines set so far, at the 
same time as it promotes its own proprietary media standards, 
such as the ATRAC format for compressing audio. “If you're 
only following DLNA guidelines, you're only creating the 
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PRead My Photo 


Steganography, the art of hiding information, has come a long way since it was used by the 
ancient Greeks to send secret messages. Now, it’s poised to catch on as proof of authenticity, thanks 
to sophisticated digital methods such as storing information in photos 


STEGANOGRAPHY isn't the nicest sounding of software to extract the message and then heads to the pub, while 
science (the study of guys called Steg? The art of Brian is still admiring the dog. That's steganography, digital style. 
drawing stick insects?), but it might yet save us No hair, no moon cakes, but the same principle. 
from a threat you may not have thought about: In this form, steganography has limited uses. Who really 
proving something is what it claims to be. needs to go to all this trouble to keep Brian out of the loop? 
Steganography (from the Greek, meaning “cov- Well, it could happen. There was a bit of a hoo-ha a few years back 
ered writing") is quite simple really. It's a form of about the possibility that Al Qaeda was exchanging messages 
turning something into a code, not necessarily by by burying them in digital images and then posting them on 
thinking up a cipher, but by concealing what you the Web. After exhaustive research, Niels Provos, a steganogra- 
want to hide in something else. The usual historical phy expert and software engineer at Google, concluded it 


example given is when the Greek Histiaeus hid a 
message by writing it on a messenger's scalp and 
then waiting for the hair to regrow. (^This," writes 


Simon Singh in his book on cryptography, The Code $ 
Book, "was clearly a period of history that tolerated Y 
a certain lack of urgency.") at a 
A more recent—and speedier—example is (ST. Giza 5 

= 


from the Chinese, who put the word out about the 
timing of a revolt by hiding the message in moon 
cakes. The point about all this is that instead of 
having to design a code that your enemies 
might be able to crack, why not fool them by 
thinking there's nothing to crack? If your 
shaggy-haired messenger or moon cake does- 


rt seem suspect, maybe you can get your mes- rà «2*1 S AE CY ee? 
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sage through without the enemy realizing any- aor tp )). [= 
thing untoward is happening. AS is ath f 


So what's all this got to do with proving 
something is what it claims to be? Well, when 
steganography goes digital it starts to get more com- 
plicated, and to throw up some interesting oppor- 
tunities. The usual example in the digital world is of 
hiding messages in pictures. Person A hides his 
message ("Meet me at the pub when you get this, 
but dont tell Brian, who keeps reading my e-mail.”) 
inside a digital picture of a dog. (This is done, not by 
hand, but by some computer program that either 
merges the message as a text file inside the pic- 
ture file, or else replaces some of the bits that make 
up the picture file with text. Either way, the picture 
wont look any different, though the size of the file 
may have grown.) Person A e-mails the photo to Per- 
son B. Nosy Brian intercepts the message but all 
he sees is a picture of a dog. "Aaah," he thinks to him- 
















self, not knowing there's a message inside the pic- X OEE OEE a EE N 
ture. Person B, wise to the fact, uses a special piece AGA - ——— SS SS BS Ss d ‘M 
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Hidden Messages 


The whole steganography /watermark- 
ing industry is still in its infancy, but 
expect to see more companies trying 
to blaze a trail. 

One Singapore company, Data- 
mark Technologies (www.datamark- 
tech.com) this month launched a 
product called StegMark ImageLITE, 
which will embed a watermark in a 
scanned image as well as details 
about the origin and date of the 
document-a sort of digital ID. Used 
with a Hewlett-Packard scanner, 
StegMark is aimed at the smaller 
business wanting to ensure its 
images are not copied, and for cus- 


raphers wanting to prevent unli- 
censed copying and usage, and 


their camera phones. 


to watermark digital images and 
printed documents. Then there's 


has designed 

something that—if 
it works—could be 
a very interesting 


tomers who want to avoid using way of watermark- 

forged or tampered digital contents ing text. You can't 

unwittingly. They can verify the really hide a 

authenticity of documents via an on- watermark in 

line portal set up by HP. ordinary digital 
For an idea of who might use text because, well, 

StegMark, think of authenticating and it's just text, but 


protecting legal and insurance 


how about if you 





wasn't, or at least not in any part of the Internet they could reach. 

Still, while steganography as a code may have limited uses, 
it does have a role in something much more important. As every- 
thing becomes digital, we are no longer quite sure what we are 
seeing, hearing or reading. Before, in the analog world, people 
could copy, alter or forge things—from paintings to passports— 
but it wasn't easy. Nowadays it is. How can you be sure that 
the photograph you're seeing of Michael Jackson's face on a Web 
site has not been tampered with to make him look better or worse 
than he really is? How can you be sure that the DVD you're 
buying is not a pirated copy? How can the police prove to the 
court that the photograph they took of the crime scene has not 
been tampered with by some crooked lab cop? 


IS IT FOR REAL? 

Some people hope that steganography can go some way to resolv- 
ing these doubts. This would be done by using special techniques 
to put digital watermarks in an image, a document, an MP3 music 
file, a DVD, or even a document. This would be done much as 
Person A put the message into the dog photo. Now people hope 
they can prove several things: that the item is theirs; that it has or 
has not been tampered with, or, in some cases, to make it impos- 
sible to make a decent copy of something. The photographer 
wants to protect his photograph and prove he took it, and that 
he took it when he said he did. A policeman wants to show the 
crime-scene photo has not been tampered with. 


images, think of professional photog- 


members of the public taking snaps 
of criminals, accidents or crimes with 


United States-based MediaSec 
Technologies (www.mediasec.com), 
offers similar products, including ways 
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buried some code inside the letters 
themselves, or in the spacing between 
words, or in the formatting? 

Compris.com's TextSign works 
more or less like this and offers folks 
a way to ensure that what they write 
carries some inbuilt proof of author- 
ship. The company also offers a 
service where you can find out if 
anyone is copying your text some- 
where on the Internet. 


Germany-based Compris.com, which 
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| REAL MCCOY: 
| StegMark 
will embed a 
watermark 
in a scanned 
image 


So is this likely to take off? I think so. Increas- 
ingly we should be sceptical about what we see: 
When a London newspaper last year published à 
photograph of a Baghdad crowd celebrating the 
arrival of the U.S. forces, some people accused the 
daily of altering the picture to make it look as if 
there were more people in the crowd than there 
really were. It's yet to be resolved, but how about 
if, via a watermark, the newspaper was able to 
prove the photograph had not been tampered with 
(or its critics to prove it had)? 

How about if banks were able to embed water- 
marks in their Web sites so users could tell they 
were not being duped into a phishing scam? How 
about if you were able to prove that the photo- 
graph you took of your damaged car was really 
taken at that time, at that place, and hadn't been 
toyed with later? Or the photo of you on a dat- 
ing Web site was really you (and not someone bet- 
ter looking) and had been taken recently—or at 
least, in the past 10 years? When we remember 
that it's very, very easy to fiddle with photographs, 
videos and other media, then we may well start 
demanding better proof that what we are looking 
at is really what it says it is. = 

More musings at loosewireblog.com 
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New Taste for 


The Good Life 


Vietnam’s affluent classes are emerging in big cities to spend on 
everything from appliances to luxury items. Corruption may explain 
some of this new wealth, but Vietnam is changing 


AT A BRIGHT new furniture showroom in 
Hanoi, a banner exhorts shoppers to find 
“Simple Ways to Make a Difference” in their 
home decor. Try $2,500 for a red leather sofa 
with matching chairs, or $11,000 for a 50- 
inch (127-centimetre) flat-screen TV. 

Such price tags might seem outrageous 
for Vietnam, where annual per-capita income 
officially stands at $480. But local entrepre- 
neurs like Nguyen Chi Dzung know that con- 
sumer desires in the nation’s capital have raced 
far beyond that meagre threshold. “Young and 
middle-aged people have more money now, 
and they are looking for modern styles,” says 
Dzung, director of An Duong Co., a private 
firm that opened a 2,000 square-metre show- 
room in October. 

A dramatic spike in urban consump- 
tion is countering Vietnants overseas image 
as a deeply impoverished land. For the grow- 
ing middle class in both Hanoi and Ho Chi 
Minh City, splashing out on home comput- 
ers, mobile phones, washing machines and 
overseas package tours is now par for the 
course. More striking, though, is the spread- 
ing evidence of elite Vietnamese appetites 
for luxury wares—everything from French 
lingerie to Italian scooters, Swiss watches 
and even Japanese remote-controlled toilets. 


Many factors contribute to this surfeit of 


conspicuous consumption. Some analysts 
point to a nexus of government corruption 
and a speculative real-estate boom. But it is 


not all funny money. The rapid growth of 


By Margot Cohen/HAnNo! 


Vietnam's domestic private sector over the 
past four years has provided many urban 
families with more cash than they ever had 
before. Much of this wealth is not captured 
by official statistics due to widespread tax 
dodging and a large underground economy. 

"Disposable income has grown at an 
astronomical rate," between 1999 and 
2004, says Ralf Matthaes, managing direc- 
tor of Taylor Nelson Sofres Vietnam, the Ho 
Chi Minh City branch of a global market- 
research company. 

In a Taylor Nelson survey conducted in 
March 2004, 1,200 respondents across all 
social classes in Hanoi and Ho Chi Minh 
City said that on average, disposable income 
represented 5596 of their total income. That 
is up from 18% cited in a similar survey 
five years ago. Also in the March survey, sav- 
ings accounted for 2696 of total income, up 
from the previous 17%. Meanwhile, the share 
put aside for necessities such as groceries, 
toiletries and utilities shrank to a mere 1996 
this year from 6596 five years ago. 

Economists at the World Bank have 
made their own startling calculations in 
measuring the rapid growth in purchasing 
power in Vietnams two major cities. Start- 
ing from the assumption that one dollar 
spent in Vietnam is worth five times more 
than a dollar spent in the United States 
because of what it can purchase in goods and 
services—a measure called purchasing- 
power parity—they say an average household 





NEW SPENDTHRIFTS: 
Newly flush urbanites 
are spending freely 
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neighbouring China, analysts 

maintain. Over the past several BRAND AWARENESS | 
years, many villagers have Vietnam's consumers are becoming 
acquired some basic goods, | More sophisticated 


such as televisions and inex- 
pensive Chinese-made motor- 
bikes. They re also putting cash 
into repairing or expanding 
their houses. And with the 
exception of ethnic-minority 
households in the most remote 
corners of Vietnam, rural fam- 
ilies are also benefiting from ris- 
ing remittances from overseas 
relatives as well as cash brought 
back by migrants to Hanoi and 
Ho Chi Minh City. 

Anglo-Dutch Unilever, for 
example, now records 60% of 
its sales in household and per- 
sonal-care products to buyers in rural 
areas. But for most manufacturers, the 
rural-urban spending gap remains a wor- 
risome constraint. After all, the combined 
residents of Hanoi and Ho Chi Minh City 
represent a market of only 10 million out 
of Vietnam's total population of 82 million. 
Smaller cities including Haiphong and 
Danang are perking up, but residents 
there still don't reach spending levels 
recorded in the two major cities. 

It's no secret that senior officials in 
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Vietnamese brands 


The country of origin 
is more important 
than the brand name 


| switch brands a lot 


The brands | use often 
impress my friends 


| don't mind paying 
more to enjoy the 
finer things in life 


| prefer local 


just to try 


Source 


Hanoi control billions of dollars in for- 
eign aid and wield power to issue licences 
at a stiff price to both local and foreign 
firms. But rather than hoarding the booty, 
sharing is the norm to hedge political 
risk. “Corruption is filtering down 
through the entire system as more peo- 
ple have more fingers in more pies,” says 
Matthaes. Gifts like mobile phones, 
watches or pricey cookware are common 
currency in official circles. 

For global advertisers, the trick is fun- 
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Taylor Nelson Solies Vietnam 


nelling consumers’ extra cash 
in Vietnam's urban areas to par- 
ticular brands. That need is 
driving a big increase in spend- 
ing on advertising, which will 
hit an estimated $230 million 
this year, up from $124 million 
in 2001. 

But pride sometimes takes 
a back seat to prudence. As 
the ruling Communist Party 
cranks up a campaign against 
corruption, some customers 
reckon it could be risky to flash 
too much wealth. So rather 
than make appearances in 
expensive stores, some big 
spenders rely on salespeople to 
bring a selection of items to 
their homes. 

Indeed, homebound shopping is 
boosting sales at three outlets for French 
lingerie brand Aubade, where a lacy 
combo costs more than a farmer would 
earn in six months. (A fourth Aubade 
store will open in Ho Chi Minh City by 
the end of the year.) Likewise, some reg- 
ular customers at Louis Vuitton request 
that their handbags come home-delivered 
and wrapped in plain plastic. “They don't 
want to show off,” explains salesperson 
Tran Hong Thanh. = 


UNEXPECTED SPENDING IN VIETNAM'S TWO BIG CITIES 


.. Frugal Hanoi and Spendthrift Saigon are familiar stereotypes in 
Vietnam, legacy of a lingering north-south divide in consumer 
_ behaviour. But such images are changing fast. These days, 
. retailers and market researchers say that Hanoi residents are 
. showing more preference for expensive brands while their 
. southern brethren are more likely to hunt for bargains. 

. Just ask Bui Hoang Hai, a Vietnamese trader in high-end 
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b favour large televisions and other items with a "fancy 


— Hai, director of the Hoang Hai Trade and Service Co. The same 
.. trend holds true among many northerners who have migrated 


|. south. But natives of Ho Chi Minh City, formerly Saigon, are now 


more likely to purchase less-expensive goods regardless of the 


A brand. They would rather replace the item a few years down the 


road instead of paying a premium price up front, Hai explains. 


"Saigon is more price conscious," agrees Hiromoto Harano, 


general manager of the sales division for Toto Vietnam Co., 


. electronics goods. He says that prosperous Hanoi dwellers now 


E appearance," and they consider brand-name goods more durable. 
j _ “They are afraid of being cheated, so they prefer the brand," says 


which is selling high-priced Japanese-designed toilets. "Hanoi 
people are more similar to Japanese. They hesitate to ask for a 
discount," he says. 

Why the discrepancy? Some analysts point to the recent influx 
of easy money in Hanoi. As corruption engulfs the bureaucracy 
and new profits arise from a speculative real-estate boom, the 
sacrifices of yesteryear are fading from northern memory. Greater 
official tolerance toward mistresses is also fuelling a spending 
spree on gifts. In the south it appears that money, earned within 
an increasingly competitive business environment, is more dear. 

In both cities, though, brands are gaining ground as 
consumers increasingly travel overseas and get a sense for what 
is fashionable and coveted. Greater exposure through the Internet 
is also boosting brand-name recognition. 

North and south, attitudes are shifting. Five years ago, just 
over half of the 1,200 urban respondents surveyed by Taylor 
Nelson Sofres Vietnam agreed with the statement: “I don't mind 
paying more to enjoy the finer things in life.” This year, no less 
than 80% answered the same way. Margot Cohen 
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In a recent high-flyers survey, 
100% of the respondents agreed 


that timing is everything. 


And that timing is 
6am every day. 
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SHIPPING 


Pier Pressure 


Delays at California’s ports force shipping lines 
and Asian exporters to make painful adjustments 


By Bruce Stanley/HONG KONG 


SHORTAGES OF DOCKSIDE labour and bottlenecks in inland 
transport are causing delays of up to a week for Asian goods 
arriving at the biggest container ports in the United States. 
A torrent of products from China, in particular, has over- 
whelmed the California ports of Los Angeles and Long 
Beach, forcing Asia’s exporters and the world’s shipping 
firms to seek other ways of making sure the goods reach 
American consumers in time for the peak Christmas shop- 
ping season in December. 

Since the delays first began several weeks ago, shipping 
lines have tried to save time by dropping smaller Asian ports 
from some routes and by making their ships sail faster. 
Shippers are also diverting cargoes to smaller, less-congested 
ports on the U.S. West Coast and even to the East Coast via 
the Panama Canal. Time-strapped exporters have little choice 
but to pay more to send goods by air. 

“One of the big implications of all these delays is for 
the supply chains,” says a spokesman for one Asian shipping 
line, speaking on condition of anonymity. “These things 
are so finely tuned that even a week's delay can have quite 
big implications." 

Pre-Christmas backlogs have occurred before at Los 
Angeles and Long Beach, but some shippers and shipping 
lines say the problems this year are worse than ever. Record 
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PASS THE PORT: Container vessels wait to unload at 
Los Angeles, which is struggling to cope with cargo traffic 
from Asia as the Christmas holiday season approaches 


volumes of freight from China have choked port facilities that 
were already understaffed, and U.S. trucking firms and 
railways have run short of drivers and equipment to move 
containers onward from the docks. 

Maersk Sealand, the container shipping unit of A.P. 
Moller-Maersk Group, has responded to the congestion in 
California by breaking its Europe-Asia-U.S. routes into two 
parts, hoping to insulate its freight traffic between Europe and 
Asia from the problems in California. 

Like many of its competitors, Maersk Sealand is also push- 
ing its ships to sail slightly faster—often at their maximum 
cruising speed instead of the most economic speed 
the Pacific more quickly. This has led to a "significant" increase 
in the vessels’ fuel bills, says Peter Frederiksen, chief com- 
mercial officer for the Copenhagen-based container giant. 

Re-routing shipments to other West Coast ports is no 
panacea either. California's Oakland and Seattle in Wash- 
ington state are smaller and cannot absorb all of the freight 
from Asia that normally enters the U.S. through Los Angeles 
and Long Beach. East Coast ports have congestion prob- 
lems of their own, and the Panama Canal is itself already 
jammed with ships. 

The delays have contributed to a scarcity of shipping 
containers in some parts of Asia. Thailand alone faces a 
shortage of 1 million containers for its exports this year, in 
part because containers are stuck for longer periods in Los 
Angeles and Long Beach, says Runothai Mahaddhananond, 
executive director of the Thai National Shippers’ Council. 

Thailand’s Charoen Pokphand Group, which exports rice, 
frozen shrimp and plastic goods to the U.S., is having trouble 
securing enough containers to fill all its worldwide orders, 
though Suchat Rojponpradit, the group's head of interna- 
tional transport, said its shipments to the U.S. haven't been 
affected so far. 
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LITTLE CHOICE 

Asian exporters may have little choice but to spread their 
shipments of U.S.-bound Christmas holiday merchandise 
over a much longer period than usual. Hong Kong shippers 
are also more likely than in past years to send their products 
by air, even though air cargo rates can be up to 10 times as 
much as sea shipment charges and can devour all a ship- 
per's profit, says Alan Lo, director of ocean freight for Expe- 
ditors Hong Kong, one of the Chinese territory's biggest sea- 
freight forwarders. 

The snarls in cargo traffic have so far not led to a wide- 
spread hike in freight rates, though some exporters, such 
as CP Group's Suchat, say that carriers are taking "full 
advantage" of the lack of containers to jack up their prices. 
Officials at several shipping lines deny charges that they 
plan to raise their rates this year. However, Maersk Sealand 
says it may impose a "congestion surcharge" of nearly 10% 
in the meantime. = 
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As the central bank tries to keep inflation under 
control, some expect the first rate hike in years 


By Eric Bellman/Mumsa! 


WITH INFLATION IN INDIA above 7%, the central bank may 
have to raise interest rates for the first time in four years, hop- 
ing that a gradual monetary tightening will slow inflation with- 
out dousing growth in the Subcontinent. 

Some analysts think there's a chance the Reserve Bank 
of India (RBI) will raise the key repurchase agreement, or 
repo, rate at its mid-term review of policy, which is sched- 
uled for October 26, The repo rate is the rate the central bank 
pays banks for overnight deposits and uses to signal mon- 
etary policy changes. 

The RBI may have to raise rates in a bid to head off infla- 
tion that will hit the economy if India’s growth continues and 
oil prices remain high, economists and investors say. 

“The year-on-year inflation number is still looking high 
at about 7% and that doesn't give much comfort," says 
Suresh Soni, head of fixed income at Deutsche Asset Man- 
agement in Mumbai. He says the central bank will most 
likely leave rates unchanged and wait to see if inflation 
eases, but "there's still a 3096-4096 chance that they will 
raise the repo rate." 

If the central bank decides to raise rates it would most 
likely raise the repo rate 0.25 of a percentage point to 4.75%, 
analysts say. That would be the first rise 
in the key bank rate since August 2000. 

India's inflation rate climbed to a 
three-and-a-half year high of more 
than 8% last August on the back of soar- 
ing oil and metal prices. While the rate 
has slowed to less than 7.5% in October, 
it is still well above the 5% target rate the 
RBI set earlier. 

The bank has already moved to soak 
up excess cash in the market by lifting 
the cash reserve ratio 0.5 of a percentage 
point to 5% in September. Since then, 
bond prices have been slipping—lift- 
ing yields to a two-year high in October— 
amid speculation that the central bank 
will raise repo rates. 

“The market has factored in a fair 
amount of tightening already,” says 
Jamal Mecklai, chief executive of risk- 
consulting company Mecklai Finan- 
cial in Mumbai. 





Tackling Inflation 


HISTORY OF DECLINE 
Reserve Bank of India’s key 
repurchase agreement rate 
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SIGNAL EXPECTED: Some expect a rate change to reassure 
investors that the government is serious about protecting growth 


The RBI has been tight-lipped about its plans. Still, ana- 
lysts say, recent central bankers' statements of a need for a 
"measured" response to tackling inflation may be a hint 
that the RBI is considering a small, incremental hike. 

Even without a hike, the central bank is likely to declare 
its continued concern about inflation and change its estimates 
on GDP and price growth. "Their initial estimates on infla- 
tion as well as growth are proving wrong so they need to revisit 
them and revise them," says Deutsche Asset's Soni. 

He says the central bank will have to raise its inflation esti- 
mate for the fiscal year ending on March 31 to more than 
696 from 596 and lower its GDP growth estimate to less than 
6.596 from an earlier estimate of more than 796. 

Some economists say it would be smarter to raise interest 
rates a little now rather than more later. In the mid-1990s, the 
central bank had to raise rates sharply to 
keep inflation in check, and the sudden 
tightening hurt economic growth. 

"They will have to decide whether 
they want to be pre-emptive in a hike 
or wait as long as possible in hopes that 
commodities prices will come off," says 
Ashish Agrawal, vice-president at Mer- 
rill Lynch in Mumbai. 

A small hike in the repo rate is 
unlikely to spook the markets or hurt 
economic growth, analysts say. In fact, 
it could trigger more optimism about 
India as investors would take it to mean 
the central bank is going to keep infla- 
tion in check. 

"Higher rates will, at worst, slightly 
slow the pace of lending, but are unlikely 
either to make a large dent in consumer 
confidence or to derail the current 
momentum," said a JPMorgan Chase 
Bank report in October. = 


‘THAILAND 


Battle of Wills 


Krung Thai Bank is at the centre of a clash over 
the direction of Thailand’s economy 


By Shawn W. Crispin / BANGKOK 


A SPIRALLING SPAT between Thailand's 
central bank and the government raises 
new concerns about the future independ- 
ence of the country’s financial regulator 
and raises questions about the sustain- 
ability of Prime Minister Thaksin Shi- 
nawatra's fast-growth economic policies. 

At issue: How to manage the political 
fallout from an unexplained $1.1 billion 
surge in nonperforming loans at state-run 
Krung Thai Bank, Thailand's second-largest 
financial institution. Pridiyathorn Devakula, governor of the 
central bank, Bank of Thailand, on October 7 rejected the reap- 
pointment of Viroj Nualkhair to a second term as Krung Thais 
president. Pridiyathorn did not explain his decision. 

Viroj is close to key members of Thaksin's cabinet, and the 
dispute over his fate signals a wider conflict between the 
central bank and the government. Krung Thai has provided 
much of the financial firepower behind Thaksin's strategy to 
boost the economy using ramped-up domestic spending. Many 
of those credits have aimed to revive the country's once- 
beleaguered property sector. 

On the other hand, the Bank of Thailand has recently 
moved to rein in state-bank lending, putting Pridiyathorn at 
loggerheads with Thaksin's economic strategists. "The gov- 
ernor is starting to assert his independence and authority," says 
Derek Bloomfield, a banking analyst at JPMorgan Chase in 
Bangkok. "In the eyes of foreign investors, that's a positive. 
The question is: Will he be taken down for doing so?" 
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ON THE RISE: The central bank has tried to rein in construction 
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On government orders, Krung Thai has ramped up its lend- 
ing, accounting for around 70% of all new lending in the finan- 
cial system in 2002 and 2003. Now, the central bank claims, 
a large chunk of those credits have gone bad, which raises ques- 
tions about Thailand’s economic direction. 

Since 2001, Krung Thai's lending to real-estate developers 
has surged 134%, notably over a period when Thailand's top- 
four private banks reduced their exposure to the sector. There 
are indications that Pridiyathorn’s recent tough tack has cur- 
tailed new Krung Thai lending—banking analysts predict that 
Krung Thai's loan growth will be nil in the third quarter. 

Pridiyathorr's stand represents a significant about-turn, 
says Andrew Stotz, head of research at Macquarie Equity 
Research in Bangkok. When he took charge of the central bank 
in 2001, Pridiyathorn supported Thaksin's economic strat- 
egy to loosen financial regulations and pump up the economy, 
helping indebted banks and corporations to grow out of their 
1997 financial crisis-induced problems. 

Over the past 18 months, however, Pridiyathorris financial- 
sector stewardship has been more cautious, a signal to many 
foreign investors that the central bank was working to keep 

Thaksin's fast-growth-geared economic poli- 
® cies in check. 

Since 2003, Pridiyathorn has moved on 
three occasions to rein in credit-card issuers 
by imposing minimum-salary requirements 
and interest-rate caps. He has also imposed 
limits on the amount banks can lend to buy- 
ers and builders of condominium projects. 

Some analysts view Pridiyathorn’s stand 
on Krung Thai as an indication that he is 
trying to head off asset bubbles in the coun- 

try's red-hot property sector. Apart from condominiums, 
Thailand's Hotel Association estimates new luxury-hotel 
developments will increase the number of five-star rooms 
in Bangkok by 6596 over the next four years. 

Pridiyathorn had earlier said that unspecified Krung Thai 
managers used "poor judgment" in extending loans to 14 big 
property-related projects that the central bank recently classi- 
fied as nonperforming. Viroj, until recently Krung Thai's pres- 
ident, is close to Finance Minister Somkid Jatusripitak. Somkid 
has recently challenged Pridiyathorn to provide evidence 
explaining his decision to sack Viroj. And for the first time, 
Thaksin has expressed his dissatisfaction with the Bank of Thai- 
land's operations, saying in mid-October that the institution 
needs to be reformed. Pridiyathorn retorted that the bank 
has undergone substantial reform during his tenure. 

The high-profile squabble comes at a time when Thaksin's 
popularity is on the wane, due in part to opposition criticism 
that his government's pro-business policies have dispropor- 
tionately benefited the interests of the premier's close associ- 
ates. Thaksin has repeatedly denied the allegations. 

Bangkok-based banking analysts believe if the central 
bank-government conflict isn't resolved soon, Thaksin might 
remove Pridiyathorn. "It's important that the regulator is inde- 
pendent from the political machine," says Stotz. "Pridiyathorn 
has clearly put his job on the line over this one.” = 
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INDONESIA 


Brief Honeymoon 


New President Yudhoyono doesn’t have much time to 


tackle energy subsidies and a big deficit 


By Tom McCawley 
So far, Indonesia's President-Elect Susilo Bambang 
Yudhoyono has enjoyed a pleasant honeymoon. 
Even before he took office on October 20, the 
Jakarta Stock Exchange index rose to record highs 
after a weeks-long rally. Local business execu- 
tives and foreign political leaders applauded Yud- 
hoyono's 61% victory in the recent run-off presi- 
dential election, especially his pledge to improve 
law and order. Approvals for foreign direct invest- 
ment projects in September lifted the year-to- 
date total to 24% above the same period last year, 
Yudhoyono was upbeat in his first post-election 
comments to business people on October 8. He 
promised to raise annual growth to around 6.6% 
from current levels of around 4.5%. However, 
his victory speech a day later hinted at problems 


SUBSIDIZING THE RICH 

Estimates of Indonesia’s oil subsidy, 
which goes mainly to well-to-do citizens, 
nave quadrupled this year from last 
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ahead that may spoil the honeymoon. In particu- 
lar, he said that “a thorough review” was needed of 
the 2005 budget. 

Indonesia's large energy subsidies are threat- 
ening efforts to balance the 2005 budget. The fall- 
out of skyrocketing oil prices, now above $50 a bar- 
rel, could hurt both Indonesia’s consumer-led 
recovery and the overall economy. 

For now, consumption, which makes up over 
three-quarters of GDP in Indonesia, remains 
strong. In the first nine months of the year, 
Indonesia’s domestic car and truck sales, a key 
indicator of consumption in cities, were fed by 
cheap consumer loans and jumped by 30%, accord- 
ing to the country’s largest vehicle maker, PT Astra 
International. Bank Indonesia, the central bank, 
said the economy may have grown by an annual 
rate of almost 5% in the third quarter, up from a 
rate of 4.3% in the first half of the year. 

But even as he delivered the good third-quar- 
ter news, Bank Indonesia Governor Burhanud- 
din Abdullah warned that rising oil prices were 
likely to drive up costs economy-wide, fuelling 
inflation and depressing spending. In July, infla- 
tion hit a 15-month high of 7.2%, though it has 
since fallen to 6.3%. 

Once a strong oil exporter, Indonesia has seen 
its production fall because multinationals have not 
been willing to spend on exploring for new sources 
in recent years to replace ageing fields. Six months 
ago, Indonesia became a net oil importer for the 
first time since the 1960s, though the government 
has vowed to reverse this trend. 

Finance Minister Budiono said recently it was 
"most important" to revise the oil-price assump- 
tion in the 2005 budget. Currently, the draft 2005 
budget assumes an international oil price of $24 a 
barrel, which is less than half what it has been 
for several recent weeks. 

The government already has had to quadruple 
the amount it allocated for energy subsidies this 
year from 14.5 trillion rupiah ($1.6 billion) to 63 tril- 
lion rupiah as oil prices jumped. The subsidies, 
which often go to relatively prosperous, car-owning 
individuals as well as to corporations with fleets 
of cars, nearly equals Jakarta's development spend- 
ing on items like roads and schools. 

The fuel subsidies also threaten Jakarta's efforts 
to balance the books. Total public debt this year 
is expected to fall to 6896 of GDP, down from 
100% in 2000. Asset sales have helped bring the 
annual budget deficit down, to 1.396 of GDP in 
2003 versus 4% three years ago. 

Yudhoyono has indicated he would be willing 
to tackle the politically unpopular move of rais- 
ing domestic fuel prices while retaining subsi- 
dies for low-income people. & 
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ECONOMIC DATA IN THE SPOTLIGHT 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Jakarta (-1.13% on week) 
(Oct. 18) GDP | CPI Current acct [Trade balance  1-mth interbank | Prime rate Composite index 
Australia — 3.7 (Jun Qtr) +2.5(lunQtr) -34.44 (Jun) -17.28 (Jul) moms SS 
China 9.6 (Q2 '04) +5.3 (Aug) +45.88 (2003)  *21.13 (Sep) 2.67 n,a. 
EU —  24(02'04 +2.1(Sep) *39.88(02'04) -0.81 (Jul) 2M na. 862 
HongKong 12.1 (Q2 '04) +0.8 (Aug) +13.57 (Jun) — -13.61 (Aug) 0.83 5.125 
India . 74(01'04/05)  +4.6 (Aug) +7.66 (Jun) -19.65 (Sep) 6.00 10.63 860 
Indonesia 4.3 (Q2 '04) +6.3 (Sep) +4.70 (2003) +25.00 (Aug) 7.13 7.40 
|... 42(02'04 -02(Aug)  *16677(Aug) +116,16 (Aug) 0.06 1.375 858 
gorom 8.0 (Q2 '04) +1.6 (Sep) +13.8 (Jun) +20.26 (Aug) 2.83 6.00 
“New Zealand 4.4(02'04) +2.5(SepQtr) -4.69 (Jun) -2.48 (Aug) 6.65 6.74 856 
Philippines 6.2 (02 '04) +6.9 (Sep) +4.49 (Jun) -1.41 (Aug) 7.77 10.772 
‘Singapore 7.7 (Q3'04)  +1.6 (Aug) +28.07 (Jun) +29.61 (Sep) 00119 5.50 854 
South Korea 5.5 (02 '04) *3.9 (Sep) +34.82 (Aug) +30.78 (Sep) 3.50 3.53 
Taiwan == 7,7(Q2'04) = *28(Sep +25.80 (Jun) +11.40 (Sep) 1.13 0.75 BRO 
Thailand | 6.3(02'04) +3.6 (Sep) *6.71 (Aug) +1.53 (Aug) 1.81 5.75 ; M ON 18 10 
RNC » 3.3(02'04) |. 327 (Aug) -428.50 (Jun) - -560.25 (Aug) ER 1.91 4.75- October 
Source: Government Statistics Source’ Monwyline Telerste 


FOREIGN EXCHANGE 


Key Currencies 

(Oct. 18) $1 worth Spot rate % chg YTD (Oct. 18) $1 worth Spot rate ý chg YTD 
Australia dollar 1.3781 -3.68 Mongolia* tugrik 1,203.00 -6.40 
Bangladesh taka 59.35 -1.43 Nepal rupee 72.00 +1.39 
Brunei dollar 1.6794 +1.54 New Zealand dollar 1.4599 +4.57 
Burma** kyat 944.00 -5,72 Pakistan rupee 59.94 4.64 
Cambodia * * riel 3,988.00 -3.39 Papua New G. kína 3.1153 +5.97 
China renminbi 8.2765 0.00 Philippines peso 56.36 -1.50 
European Union euro 0.8001 -0.81 Russia** rouble 29.119 +0.42 
Hong Kong dollar 7.7891 -0.33 Singapore dollar 1.6774 +1.20 
India rupee 45.8475 -0.55 South Korea won 1,141.00 +4.47 
Indonesia rupiah 9,100.00 -7.63 Sri Lanka rupee 103.50 -6.38 
Japan yen 109.23 -1.85 Taiwan NT dollar 33.86 +0.32 
Laos** kip 10,825.00 -3.60 Thailand baht 41.395 4,41 
Macau pataca 8.0066 -0.40 Vietnam * dong 15,761.00 0.65 
Malaysia ringgit 3.80 0.00 

Other rates: HKS = renminbi 1.0624 S$ = ringgit 2.2643 SOR = $1.4778 *Official rate  **Unofficial rate roms: M joe 
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SPELIAL REPURT: GAY 


For many, the journey has yet to begin, 
but a growing number of Asian gay men 
and women are finally on the road to 
winning social and legal acceptance. 

Some are benefiting from the belief 
that open societies equal stronger 
economies; others are finding the 
courage to stand up for themselves as 
they find—often through the Net—that 
they are not alone. 

In this special report, we examine the 
changing lives of Asia’s gays. We begin in 
Singapore, a state where contradictions 
abound, but where one message has hit 
home: Gay rights make economic sense 


By Gordon Fairclough/ Sin: 


ON A HOT TROPICAL NIGHT, around 8,000 gay men 
are dancing to pulsing house music. Laser lights play a: 
sweaty bodies. Many of the men have whipped off their shirt 
Some are down to just their Speedos. 

Welcome to Singapore. 


Sean Ho, a 33-year-old information-technology consultant 
surveys the scene. He's wearing a T-shirt that proclain 
"Choose Sin” in large, red letters. Below, in smaller typi 


"gapore." “Singapore’s become much more tolera 
open," says Ho. "They are giving us a lot more spac 

The annual gay Nation party, held to coincid 
Singapore's National Day in August, is an event the city-stat 
conservative founders would probably never have imagined 
But stodgy Singapore has recently witnessed a flowering 
gay culture. Gay bars, dance clubs and about a half-dozen bat! 
houses have sprung up. The national art museu 
featured an exhibit of homoerotic photos this sum! 

The driving force behind this liberalization appeat: 
be economic. One consideration: Earning “pink dolla 
from gay tourists (see page 55). Organizers estimate tha 
Nation and related events pulled in about 2,500 foreig 
itors and nearly $6 million. But Singapore's more relaxed 
attitude towards homosexuality is also part of a broade: 
ernment strategy to transform the city into a creative, ideas 
driven economy. That, Singapore's mandarins r« 
require some loosening-up, as well as a serious eff 
change the world's perception of Singapori 
authoritarian place. 

Even so, when it comes to gay peopie, tne gt 
remains ambivalent. Despite then-Prime Minister | 
Tong's pronouncement in an interview last year that gay 
“are like you and me" and shouldn't face discrimination ® 


OPEV IAL REPURI: 
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PP in the civil service, laws prohibiting 


homosexual acts remain on the books. 

The government has also refused to 
register a group campaigning for equal 
rights for gays, saying that it is “contrary 
to public interest to grant legitimacy to the 
promotion of homosexual activities and 
viewpoints.” Recently, censors banned a 
Taiwanese film about two gay teens, say- 
ing it “conveys the message that homo- 
sexuality is normal.” And the 
country’s one magazine aimed at 
homosexual readers has seldom 
dared to use the word “gay.” 

“This place is full of contra- 
dictions,” says Stuart Koe, chief 
executive officer of Fridae.com, 
a gay Web portal with its main 
office in Singapore, and the 
organizer of the August parties. 
“Change at the grass roots is 
outpacing change at the policy 
level. But things are moving in 
the right direction.” 

Indeed, across Asia, interna- 
tional travel, an increasingly 
globalized mass media and— 
crucially—the Internet (see page 
60) are exposing gay people to the greater 
acceptance of homosexuals in the West 
and elsewhere, encouraging more to live 
openly and demand civil liberties. In 
some cases, though, that’s raising the risk 
of a conservative backlash. 

In Singapore, police harassment of 
gay people, common even in the early 
I990S, say activists, has stopped. Gay 
nightlife is flourishing. And, since GoH's 
remarks, the once taboo topic of homo- 
sexuality has received a lot of attention 
in the mass media. The cover of local 
weekly I-S Magazine recently showed two 
sperm in an embrace with the headline: 
"Happy Together? Can straight and gay 
Singapore co-exist?" 

The official Singapore Tourism Board 
commissioned a study of last year's 
Nation party “to assess the potential of 
tapping on these attendees to bring in 
tourism receipts." This summer, the 
agency included the Nation parties in a 
newspaper ad, headlined “Party All the 
Time!” that also listed the official National 
Day celebrations and other attractions. 

All this is making it easier for gay men 
and women to be more open. Dinesh 
Naidu, a 29-year-old writer, came out to 


his family over the past year. After a rocky 
start, his parents are now fairly accepting. 
Naidu says his boyfriend “gets along very 
well with my mother. After a few beers, 
my father can be quite friendly, too.” Still, 
many homosexuals keep their orientation 
secret from family and colleagues. 
Conservative Christian groups have 
taken the lead in opposing more liberal 
attitudes. Some churches actively work to 





FRIDAE'S CHILD: Singapore is "full of contradictions," says Koe 


"convert" gay people into heterosexuals. 
The government cites such opposition 
to justify its go-slow policies. 

Many things, such as a gay-pride 
parade, remain out of bounds. There are 
strict limits on other forms of expression, 
too. Arjan Nijen Twilhaar, editor of a gay- 


oriented magazine, says officials have = 


warned him against "promoting a gay 


lifestyle," and have objected to photos of 


"too skimpy" underwear in his magazine. 
"You are always on thin ice," says Nijen 
Twilhaar, “and you never know when it's 
going to crack." 

When he applied to renew his publi- 
cation licence, Nijen Twilhaar says the 
government's Media Development 
Authority cautioned him that the more 
gay people "lobby for public space, the 
bigger the backlash." Since then, he has 
decided to limit distribution of the mag- 
azine to paying customers. Keeping a 
lower profile should allow the magazine 
more freedom, says Nijen Twilhaar. “We'll 
no longer have to hide the fact that we are 
addressing a gay target audience." 

August's dance parties also received 
scrutiny, with officials ordering that a 
planned "Military Ball" be renamed. Police 


say they were concerned guests might inad- 
vertently break the law by wearing uni- 
forms without authorization—an offence 
in Singapore. The next night, Nation organ- 
izers say, the authorities objected to anti- 
Aids campaigners handing out condoms 
and pamphlets. Police “objected to the 
Action for Aids materials based on the mis- 
understanding that they promoted gay sex," 
Koe says. The operation was shut down. 
.. Police say they did not request 
"the removal of any booth." 
Critics of the government say 
all this smacks of hypocrisy. The 
government is content to let gay 
2 bathhouses with names such as 
Towel Club and Raw exist in the 
centre of town, but is loath, say 
some activists, to give gays per- 
mission for much besides sex, 
dancing and drinking. 
"Entertainment doesn't chal- 
lenge their political domi- 
nance,” says Alex Au, a leader of 
People Like Us, the group that 
the government has refused to 
register, thus limiting its ability 
to raise funds and hold public 
meetings. The group is seeking the 
repeal of colonial-era anti-sodomy laws, 
which generally aren't enforced against 
consenting adults. 
Of the government, Au says, “They are 
driven by economic imperatives. But 








they're trying to do the absolute minimum 
they can get away with, so it doesn't chip 
away at their ability to control the politi- 
cal agenda." Au believes the government 
blocked registration of his group not 
because it represents gays, but because it 
is independent: "They dislike any organi- 
zation they can't co-opt or control fully.” 
But, according to a spokesman for 
Singapore's Ministry of Home Affairs, 
“many Singaporeans continue to voice 
their objections to displays of homosex- 
ual behaviour. There are certain things 


CÉ ry 1 e 
Che only appeal that seems to work is a 


one that relies on dollars and cents 


that homosexuals want which are not 
feasible now. This includes the setting- 
up of a society to promote homosexual 
activities and viewpoints." 

Other gay activists favour a less con- 
frontational approach. "It's highly unlikely 


Marcus Noland, a researcher at the Insti- 


fortable with innovation." 


Times newspaper. 


ernment struggles to aci 
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tute for International Economics in Wash- wishes of the growing num 
ington, found that countries that were izens exposed to the world 
more accepting of homosexuality fared Internet and time spent livi 
better economically. “Tolerance pays,” In many ways, th: 
says Noland. “People who are comfortable his enterprises are « 
with differences seem to be more com- shifts that are taking | Y 
been openly homosexua hi 
A book by American academic teenager, spent six yi lyin 
Richard Florida about what makes cities United States before returi 
vibrant makes a similar point. Florida pore in 1995. He worke 
says a city's openness to gay communi- . nomic Development Board befor 
ties is an indicator of receptivity to new to start Fridae, one of the lar 
ented Web sites in Asia 
pragmati Koe, who lives with his partni 
, ' | ‘Sometimes, we ask selves 
! Should we just movi New Yo 
: : people get it^" Fo w, tht 
DoMINIC CHUA, GAY ACTIVIST IN SINGAPORE +o stay. “It's pratifving to see the 
and be a part ot it " he say 
ideas and, thus, creativity. The book, The Singapore's need to hang 
Rise of the Creative Class, has been cited like Koe is why many gays be 
frequently by the pro-government Straits will continue to expand tl 
homosexual citizens. “Singapore 
For decades, the implicit social con- be first in gay rights, but i! 
tract in Singapore was that the govern- to be last,” says Martin Lo a] 
ment would deliver the economic goods was fired from his job as im 


we'll ever get gay rights on the grounds of 


civil liberties," says Dominic Chua, a 29- 
year-old schoolteacher. "The only appeal 
that seems to work is a pragmatic one that 
relies on dollars and cents." 

The economic argument seems to 
have some merit. In one recent study, 


and people would acquiesce to a high 
degree of government control over their 
lives. That agreement is becoming 
increasingly strained, as Singapore finds 
that more openness is what is required to 
keep the economy moving and as the gov- 


ACROSS THE 38TH PARALLEL 


Jang Yong Jin is a gay man who fled North Korea 


Most people who escape from North Korea leave because of 
hunger or political repression. Jang Yong Jin, who crawled 
through a minefield to get out, fled because of his sexuality. 

Jang was wed in an arranged marriage to a bride chosen by 
his mother, as is the custom in North Korea. But he never had 
romantic feelings for her. Sex, he says, was stressful and 
unpleasant. “I just didn't want to go home after work," says Jang, 
now 44 years old and gaunt, with a shock of jet-black hair. “| 


didn’t want to share a bed with my wife.” 


When several years of union failed to produce a child, Jang's 


n . : IIT 
Singapore s intelligence 
1980s after it was discovered 


We will one day 


njo 


because the government ki 





too far back 


ing to do with enlighten: 


get to South Korea. Refused assistance by South 


on these thins 


R^ 


ner 


Korean diplomats in China, he tried to make his way 


“better medical technology” that could help him 


towards gays remain conservative. Finally he says, he t 


that he left because he didn't like to have sex with womer 
agent, he says, told him not to worry because South Korea had 


It was only two years later, when Jang saw a picture in 


to other countries, but failed. In desperation, he returned to 
North Korea, made his way to the Demilitarized Zone and 
sneaked into South Korea. 
At first, Jang was reluctant to reveal the real reason for his 
defection to intelligence agents in the South where attitudes 
id them 


E 
i 


The 


mother asked him if he had some kind of “deficiency.” After that, 
he says, “I thought maybe | had some kind of disease.” That 
began a series of hospital visits and check-ups for presumed 
physical maladies that could be interfering with the couple's 
ability to have children. The fact that Jang might be gay never 
came up. In North Korea, “people don't even know what homo 





sexuality is. They don't have that perspective," Jang says. 
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newspaper of two men kissing, that he says he realized he was 
homosexual. He bought a South Korean gay magazine and began 
visiting gay bars in Seoul. “It felt so good to know that | was 
capable of loving someone.” 

That was until Jang ran into a conman preying on South 
Korean homosexuals. The man, who said he was in love with 
Jang, eventually bilked him of his entire savings. Distraught, 
"He's ruined my life." lang 
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CHINA 

Laws against sodomy 
repealed in 1997; official 
classification of 
homosexuality as a 
psychiatric disorder 
ended in 2001. Gay 
scenes emerging in major 
cities, like Shanghai and 
Beijing. Chinese gays 
often refer to themselves 
as tongzhi (literally 
"comrades") 


$3107) 





AFGHANISTAN 
Under the Taliban, men 
found guilty of sodomy 

could be crushed to 
death. Laws remain 
intact, but some signs 
of increasing tolerance 
in post-Taliban era 


PAKISTAN 

Gay sex punishable by life 
imprisonment or execution; 
some traditional tolerance 
among tribal groups, such as 
the Pashtun 


INDIA 

Attempts to repeal sodomy 
laws have failed; gay-sex 
acts legally punishable by 
10 years' imprisonment. 
Strong social pressure to 
marry, but cities like 
Mumbai and Bangalore are 
more open to gays 


GAYS AND 
THE LAW 


Laws against 
homosexual sex 


Gay sex legal; 
no other legal 
protection 


Gay sex iegal; 
some anti- 
discrimination 
laws 


AFP 


Gay sex legal; 


some anti- 
discrimination 
laws; some 

dii" ti f THAILAND 
TOCOSTUTION o Bangkok is traditionally 
same-sex unions Asia's gay capital, 





though a government 
crackdown on late-night 
venues has dimmed the 
city's gay-friendly image. 
Social tolerance remains 
strong, however, 
especially in the capital 


Data compiled by 
Alison T. Sebens 





Gay sex can result in 
life imprisonment 








HONG KONG 

Homosexual acts decriminalized 
in 1991. A case currently in the 
courts is testing whether local 
laws recognize same-sex 
marriages conducted overseas. 
The government plans to test 
public opinion on an anti- 
discrimination law next year 
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BANGLADESH 
Homosexual acts punishable 
by fines and imprisonment 


SRI LANKA — 


Gay sex illegal, but 
no prosecutions in 
recent years 





SINGAPORE 
Gay sex remains illegal. Despite the 
lack of legal change, there's a clear 


trend towards greater tolerance v 


MALAYSIA 
Homosexual sex punishable by 20 
years in prison and whipping 


INDONESIA ’ 
Homosexual acts permitted, though a bill 
introduced in 2003 sought to ban them. Quiet 
tolerance for partners in same-sex relationships, 
though pressure to marry is strong 











SOUTH KOREA 5 JAPAN 

Homosexual acts legal, but = Some cities have laws 

significant government censorship 2 outlawing discrimination. 

of homosexual material. Little $ Strong family and social 

social tolerance for gays: In 2000, g pressure forces many 

popular comic actor Hong Seok x gays into marriage 
Chon (right) was axed from a d 


number of TV jobs after coming out 





TAIWAN 

Bill to recognize same-sex 
partnership under discussion; gays 
permitted to join the military since 
2002. Social pressure to marry 
keeps many gays in the closet 


















VIETNAM CAMBODIA 

Penal code makes no Homosexual acts legal. 
mention of homosexuality, Earlier this year, King 
so exact legal status of Norodom Sihanouk 
gays is unclear called for gays to be 


allowed to marry 








PHILIPPINES 

Growing tolerance, but the Roman Catholic 
church—which rejects homosexual acts—wields 
wide social influence. An attempt in the lower 
house of the legislature to allow gays to enter the 
military was later rejected by the Senate 





AUSTRALIA 

Gays enjoy wide-ranging freedoms, 
though laws vary from state to state. 
Tasmania only lifted its anti-gay laws in 
1997; New South Wales offers same 
legal rights of marriage to gay couples 





NEW ZEALAND 
Anti-sodomy laws repealed in 
1986; anti-discrimination law 


introduced in 1993; gays can 
join military. Civil-union bill is 
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THE PINK DOLLAR 


In Search of 


A Hot Currency taste. 


Just as mainstream advertisers are moving to tap 
high-spending gays, the stereotyped i image of 


that target market is showing signs of change 


By Michelle Innis/SYDNEY 
and Cris Prystay/SiNGAPORE 


EARLIER THIS YEAR, car maker Subaru ran a print adver- 
tisement in Singapore showing the back of a man, clad in a 
sleeveless white undershirt, with his hands braced on the top 
of a cubicle. The headline: “Grips like hell." 

The ad made its debut on August 9 at the Nation party, a 
three-day gay event hosted in Singapore by Fridae.com, which 
claims to be Asia's biggest gay Web site and which is running 
the ad as part of a year-long advertising deal. 

Subaru has used gay-specific marketing in the mainstream 
American media for more than eight years. Now it's start- 
ing to court high-spending gays in 
Asia through the gay media, largely 
because—thanks to the Internet—it 
can finally reach them: 

In Australia, however, where such 
advertising has never really moved 
outside the gay press, the old stereo- 
types of gays as single people with 
high disposable incomes are fading. 
Instead, there's a growing perception 
of gays as couples sharing similar 
concerns as their straight counter- 
parts—buying homes and bringing 
up kids. Marketing to them isn't 
always that much different from mar- 
keting to any couple. 
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pore, where the gay community is 
only just beginning to find its feet. 
For advertisers like Subaru, the Internet has proved to be the 
missing link in targeting these gay consumers. Until relatively 
recently, says Glenn Tan, a director at Motor Image Enterprises, 
which distributes Subaru in Singapore, “we couldn't follow the 
lead taken by the U.S. because there was no medium in Sin- 
gapore or clear way to communicate." 

Subaru, which helped pioneer gay marketing globally, 
may have been waiting for Asia's gays to come of age, but 
other companies were harder to woo. When Stuart Koe 
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Vibrant and cosmopolitan, Britain draws crowds for its sig! 
culture and history that is all its own. With the gay scene 
progressive and fast moving, you are bound to have som 
unbridled good times you've ever had. The queer folks d 


For all the information you need to plan your visi 
www.visitbritain.com/sg 








started Fridae.com, he had a tough 
time finding advertisers. “Most peo- 
ple politely declined and said ‘we're 
not ready for something like this," 
says Koe. “They were concerned 
about backlash, and worried about 
what marketing to gays would do 
to their brand.” 

But the statistics swayed many. 
As Fridae.com built up its subscriber 
base, it proved it offered access to a 
very moneyed niche: Fridae says that 
43% of its subscribers are profes- 
sionals or executives, 50% earn more 
than $$45,000 ($26,800) per year 
and 71% are between 21 and 40 years old. “These people have 
a high disposable income, no kids and they spend it on them- 
selves. Sexuality aside, it’s an important demographic to 
attract,” says Koe. 

Howard Tai is a typical gay consumer. A Hong Kong event 
manager, he earns $95,000 annually and takes four beach 
vacations a year. He's attended Nation since its inception four 
years ago. This year, he spent $$1,200 on hotels, $$4,000 
on food and beverage and another $$2,800 shopping for 
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GRIPPING STUFF: 
Advertisers 
believe gays make 
up a lucrative 
potential market 
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[11 ° 
It would be a sweeping statement 
to stereotype a ‘gay’ person 


JENNIE TSEN, SAATCHI AND SAATCHI 


clothes and CDs during his three-day visit to Singapore. 

Tai says he’s pleased to have been singled out by marketers 
like Subaru. “It makes me feel happy. It shows we're being 
respected, in a way," he says. "They're acknowledging that 
we're there, and that they realize this is a sector they need to 
take care of, instead of pretending we don't exist." Some, how- 
ever, dispute the stereotype of high-spending gays, and believe 
gays can be victims of a *pink ceiling." 

“Gays self-select workplaces and industries that won't 
penalise them for being gay,” says Robert McGrory, lawyer 
and convener of the Gay and Lesbian Rights Lobby in Sydney. 
“These industries often provide poorly paid jobs—especially 
the arts-based industries; therefore, gays have less income 

“than the general population. But when you're young and think- 
ing about a career, you think about discrimination and which 
industries will be difficult for you." 

Nevertheless, in Singapore there are plenty of signs that 
advertisers want to jump onto the bandwagon. Motorola 








dy 


launched its new E398 music phone at this year's Nation, which 
was sponsored in part by Cathay Pacific Airways and Inter- 
Continental Hotels. Internet travel guide VisitBritain, which 
runs a Web site for American gays wanting to travel to Britain, 
used Nation as test for Asia. It developed a series of print ads 
in Singapore for the event, and is now hunting for local gay 
media in North Asia so it can broaden its campaign. 

But conservatism does pose a problem in Singapore. Local 
property developer SC Global advertised apartments in à new 
development on Fridae.com last year, and even arranged tours 
for Fridae subscribers—then pulled its ads after residents com- 
plained. The company declined to comment. 

Such issues are rarer in Australia, where 
there's wider acceptance of gays. "There are still 
issues, like equal rights, but it is a mature com- 
munity and it is easier to accept who you are," 
Leong K. Chan, a senior lecturer in graphic 
arts at the University of New South Wales. 

“Gay and lesbian life crosses every socio- 
economic group," adds Trent Zimmerman, à 
directors of the Sydney Gay and Lesbian Busi- 
ness Association. Indeed, he argues that the 
behaviour of gay couples is becoming less 
distinguishable from that of straight couples. 
"It was thought gay people had more money 
because few of them had children and the 
expenses that go with having children," he says. 
“But more gays are having children and more 
straight couples are deciding not to have children." 

That blurring of identities is on view at the former hos- 
pital site of St. Margaret's in Surry Hills, an inner suburb of 
Sydney, which has been converted into 220 upmarket apart- 
ments that start from A$500,000 ($365,100). The building 
sits right in the middle of the city's gay district, so gays are 
clearly target customers. But they're not the only ones. 

“If the project is located near the inner city, then you have 
to consider the gay community," says Bradford Gorman, whose 
marketing firm, Design Communications Associates, con- 
ducted the strategic marketing of St. Margaret's. “But we have 
not marketed this project exclusively to gay people. We have 
aimed for people who lead trends. People who lead trends 
can recognize the clues in our marketing, the way the images 
are put together that make it attractive. These might be gay 
people or single young people. They are early adopters." 

"There is a recognizable, credible gay market segment and 
you can market to that," adds Jennie Tsen, Sydney-based sen- 
ior strategic planner with ad agency Saatchi and Saatchi. “But 
the stereotype was more apparent when the gay community 
was still developing its identity. When it was trying to find and 
define itself, the stereotype was much stronger than it is today. 

"Today, the gay community is established and matured," 
she adds. "It would be a sweeping statement to stereotype à 
'gay' person. For example, you would not pigeonhole all 
women in their 20s as wearing white pants suits, Gucci 
sunglasses and aspiring to the same goals and role models. 
It's now the same for the gay community. It is not as sharply 
defined. It is so diverse." = 


Pablo Benasconi/REVIEW 
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TA World of Their Own 


As never before, the Internet is allowing gays in conservative societies 
to connect—and is possibly fuelling a rise in risky sexual encounters 


THE INTERNET changed Bae Sung Yong's life. As a 
teenager growing up in a conservative family in Seoul, Bae 
struggled with his homosexuality. Then one afternoon, surfing 
the Web, he came across a gay on-line community. “I realized 
I wasnt alone,” says Bae, now 24, and an outspoken advocate 
for gay rights in South Korea. “I’ve come to learn there are 
many people like me.” 

The Internet is transforming gay life in Asia. It is easing 
isolation, allowing gay people to connect with each other 
and realize the strength of their numbers, and opening a 
window onto the progress of homosexuals in other soci- 
eties. That is encouraging more and more Asians to declare 
their sexuality and push for greater acceptance. 

“The Internet has had a huge impact,” says Ko Seung 
Woo, a representative of the gay-rights group Solidarity 
for LGBT Human Rights of Korea. “In a society that is 
very closed and intolerant, the on-line space is basically the 


By Gordon Fairclough /SEOoUL 


only place that people can feel at ease talking about their 
sexual orientation.” 

South Korea's largest Internet service, Daum, has hun- 
dreds of gay-themed Web communities, including groups 
of homosexual university and high-school students and 
Koreans abroad. The country’s largest gay-oriented portal, 
Ivancity.com, has about 70,000 members and registers more 
than 20,000 hits a day. Similar sites now exist in many 
other Asian nations, including China (see article opposite). 

For South Korean gays like Bae, the freedom they find on- 
line is often in stark contrast to the social restrictions they 
encounter in the real world, After he came out, Bae explains, 
“people at work ostracized me” and he was pressured to quit 
his job, which he did a month later. His parents kicked him 
out and told him he should go to a hospital to be cured. For 
support, Bae turned to gay friends he had made on-line. 

One of the on-line communities to which Bae belongs 


organizes regular meetings in bars and coffee shops. Still, he 
says, people are seldom willing to talk about their work or 
families, fearing their homosexuality will be discovered. Most 
use their screen names rather than real names, he says. 

Elsewhere in Asia, gays are starting to graduate off the 
Net, building a visible—and not just virtual—presence. In 
Singapore, those in their early 30s and late 20s, after early 
experiences on-line, have become the first cohort of visibly 
gay people. And they are becoming more politically active. 

“I used to think Singaporeans weren't political. But people 
are becoming politicized on-line,” says Alvin Tan, artistic 
director of The Necessary Stage, a theatre group that has staged 
a number of gay-themed productions in recent years. “You see 
it in the on-line interactions, the growing sophistication of the 
citizenry. There is definitely a sense of confidence being built.” 

Jerry Siah, a 32-year-old technology consultant in Singa- 
pore, says the Internet is playing an important political role 
by exposing gay people to information about homosexuals 
in the West. “You can read beyond what's being offered on 
this island," Siah says. "Things that are wrong here can be 
right somewhere else." Siah leads a group that aims to build 
bridges between straight and gay people in Singapore by doing 
voluntary work for the disadvantaged. 
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DIRECTOR OF THE NECESSARY STAGE 


Clarence Singam, an investment banker in Singapore who 
has helped organize gay support groups, also says people are 
coming out at younger ages because of the influence of the 
Internet. “You may not want to deal with homosexuality in fam- 
ilies or schools. But it’s going to be dealt with on the Internet,” 
he says. “So we need to face this issue constructively.” 

The Internet's role in encouraging people to come out at 
earlier ages and making it easier for them to meet each 
other may also be having a dangerous side-effect. Roger 
Winder, programme director of Action for Aids Singapore, 
says HIV infection rates are rising among younger men in 
the city state. A survey two years ago by Winder's group found 
the Internet was the most popular means of finding sexual 
partners among gay Singaporean men. 

Growing numbers of young people are also becoming 
sexually active in Singapore, says Winder. "We get people 
coming in for anonymous HIV testing in their school 
uniforms," he says, noting that surveys show "younger peo- 
ple are more likely to have unsafe sex" than their elders. 

Bryan, who asked to be identified only by his first name, 
started going on-line at age 15, chatting with other young gays 
in Singapore. At first, he says, "I met people almost every day 
for sex, sex and more sex." That started to change when a 
21-year-old friend tested positive for HIV, the virus that causes 
Aids. Bryan, now 19, says "teenagers arent mature enough" 
to evaluate the risks of sexual activity. And he says that recently 
he has "this urge to settle down, not to get so wild." & 


ME AND MY SITE 


Echo Chen is a 29-year-old Web designer in Shangha 


who hosts an Internet radio show on her Web site 


Looking back. | probably had the first 
inklings that | was a lesbian when | was 
15. | had a ver y good, close female friend 
We did ever ything togethel it was like wi 
were one person. But | never knew that it wa; 
possibility that | could have romantic feelings for a 
woman. | dated boys too, but | never wanted them as 
boyfriends. | thought that maybe | hadn't found thi 
right one. Then, at 23, | started using the Internet. It 
was only two years after looking at all kinds of Web 
sites—including lesbian ones—that | knew | was gay 
The Internet had the biggest influence on my life 
After finding a gay community on-line, | became mu 
happier. | realized | could find someone to love, and 
that she would be female. If it hadn't been for the 
Internet, I'd probably he married to a man now. If: 


hard to know if that would have made me happy 


NEW VOICE: “China is still very conservative,” says Chen 


But the problem was that t 


good lesbian Web sites in China 


Web sites for gay men in China, but very few for gaj 


women. As a professional Web-site designer, it was 
very easy for me to build a Web site for lesbians. It 
started three years ago as a sort of hobby, to express 
myself. | posted personal stories that my friends and | 
had written, and then quickly it expanded into 
something bigger. We get 20 new Users t 
add to the about 30,000 regular users that we already 
have. We started a radio show where we play Songs, 
interview our lesbian friends and talk about feeling and 
love. The Web site also has advice i | 
store, chat rooms and news 

| realized that lesbians in China need gu 
even have users in Tibet. Many feel a lot of pres: 
once they find out they're gay Gays abroad nave 
nore freedom, but China is still very conservative 


Web site hasn't been censored so far, but mayb 





authorities don't know about it yet! But then, ever 


dafa tif: Hina +> Putty f alidla’ I Po rnat 


HAPPY TOGETHER: 
“I didn't want to be 
in love again. But 
then along came 
Louie," says Irene 
(right), and (be/ow) 
with her girlfriend 


BUILDING COMMUNITIES 


New Home, 
New Beginnin 


For some of the thousands of Philippine women 
who go to work in Hong Kong, the move offers 
a chance to freely explore their sexual identity 


By Geoffrey A. Fowler/HONG KONG 


DACK HOME IN MANILA, Irene had a cheating boyfriend 
and a 12-year-old daughter. In Hong Kong, she works as a live- 
in maid and spends her only day off each week with Louie, 
her girlfriend. 

Irene (who, like her partner, asked not to be identified 
by her full name) left the Philippines in 1998 to support her 
impoverished family. That's a familiar story among the 


220,000 foreign maids in Hong Kong, who make up one of 
g $ 


the world’s largest—and all-female—migrant labour forces. 
Lonely and far from home, she suffered through a string 
of anguished long-distance relationships with Philippine 
men. “I didn't want to be in love again. I thought nobody 
would treat me seriously,” she remembers. “But then along 
came Louie.” 

Irene, a 35-year-old former legal secretary, has never called 
herself a lesbian. In college, she rebuffed a romantic advance 
from a female friend. Yet today she's making a future with 





Louie, a 33-year-old self-described “tomboy” who also moved 
from the Philippines to work as a maid. "Here you are free. 
You don't have to worry about what your neighbour might 
say," says Irene. 

Like thousands of other maids in Hong Kong, Irene and 
her partner spend their Sundays off in the city's upmarket 
business district. There, the large lesbian culture stands 
out: Scores of tomboys in baggy jeans, men’s shirts and buzz- 
cuts camp out on the streets with their girlfriends. 

These women, from the devoutly Catholic Philippines, 
never experienced a gay-rights movement. While there's a 
growing gay male culture in the Philippines, family and 
religion still pressure women into producing children—keep- 
ing lesbians in the closet. But when economic necessity sends 
them to Hong Kong, a second-class status here means their 
only friends are other female migrant maids. 

Some, like 32-year-old Lanie Caraig, say they have always 
been attracted to other 
women but only acted on 
that after moving to Hong 
Kong. Others, like Caraig's 
girlfriend and Irene, had 
previously only dated men. 
Still others revert to hetero- 
sexual relationships when 
they return home. 

“They may not call 
themselves lesbian. But 
because they are away 
from their families, these 
women have space to 
explore possibilities other 
than heterosexuality," says 
Julie Palaganas, coordina- 
tor of Philippines-based 
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your neighbour might say 


lesbian activist group Lesbond. Yet most aren't mere board- 
ing-school flings. “I am 35,” says Irene. “I am serious 
because I am in love.” 

The women often model their relationships on what 
they know from the Philippines, with tomboys like Louie tak- 
ing on both the “macho” physical appearance and responsi- 
bilities of a man. “Louie thinks he is a man,” explains Irene. 

Their employers don't always understand—or approve— 
of their relationships and outward appearance. One insisted 
that Caraig dress like a girl, and bought her long skirts, 
lipstick and eyeshadow. “I had no choice but to wear those 


MEET THE FRUITS 


It’s a Tuesday evening at Hong Kong's 
upmarket One Bar + Grill. A group of 
business people and professionals are 
pinning on name tags, exchanging cards 
and chatting over cocktails. Old friends 
kiss cheeks, shy newcomers sip 
drinks and look on. It could be a 
Chamber of Commerce function 
except for two things: The guests 
are all men, and the name of the 
event—Fruits in Suits. 

Running in Hong Kong since 
July, these monthly networking 
events have been drawing up to 
200 men—evenly split between 
Asians and Westerners—mainly 
by word of mouth. Does this 
signal a trend toward greater 
openness among gay profession- ANIM 
als in Hong Kong? Or is this NT UMS 
simply a safe haven where like- 
minded career people can meet? 


outlets here in the city," says a 39-year- 
old Australian lawyer, who is also a 
group co-founder. "Which is funny when 
you think about it, in a town where 
money is almost a religion—and gay 






MEN IN SUITS: Fruits in Suits is 


[RENE, PHILIPPINE MAID IN HONG KONG 


stupid things, because I couldn't afford to lose my job,” she says. 

But their new economic status—Caraig sends home $175 
per month, a large sum in the Philippines—means the maids 
gain the power to resist societal pressures back home. "My 
mother at first was very angry," says the soft-spoken Caraig ol 
the time she turned down an arranged marriage. "But I told 
her that if she didn't stop insisting I get married, I'd never 
come home again." 

Today Caraig and her girlfriend are planning to buy a small 
home back in the Philippines. “I want to choose the person 


that I will be with in my life,” she says. = 


(A lesbian-oriented counterpart is called 
Lemons with a Twist.) Since then it has 
spread to other cities in Australia and 
New Zealand, says Simon Davies, a 
board member of the Sydney Fruits in 
Suits. "First, you have to realize 
not everyone in the gay 
community goes to nightclubs," 
he says. "They're not a place 
where you can really have a 
conversation and get to know 
each other, and perhaps find a 
business opportunity." 

At the Hong Kong events 
there are no guest speakers, 
but organizers plan to have 
information about events of 
interest. The gatherings start in 
the early evening on weekday 
nights; that's aimed at 
encouraging guests to come 
straight from work in their suits, 
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a place for gays to network 


"| would definitely say it's more the 
latter than the former,” says a 39-year- 
old Malaysian business development 
manager who co-founded the group. 
(Like others at the event, he asked not 
to be named.) 

For other attendees, the events are 
a relaxing change from the usual gay 
scene. "It's about promotional network- 
ing, and the real lack of choice for other 


professionals make a lot of money." And 
the turnout showed that there are a lot 
of gay professionals in the city, he says. 
“l'm absolutely astounded we got 100 
people the first time we did this. We 
were figuring it would be 30-40." 

Fruits in Suits was started in 
Sydney 10 years ago as an avenue 
for gay professionals to meet and 
network away from the nightclub scene. 


not their club wear. "It's an upmarket 
venue so you don't feel like you're going 
to a club. The lights aren't dim and 
there is no music," says the Malaysian 
organizer. "Probably the biggest 
feedback we're getting from people is 
the ease to talk to people. It's hard to 
approach someone at a club and start a 
conversation. But it's easy when they're 
wearing a name tag." Kevin Voigt 
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SOULS OF DISCRETION 


Unspoken Acceptance 


Indonesia’s diversity accommodates homosexuality, as long as it 


remains unmentioned 


BHIMANTO SUWASTOYO and his partner, Steven, often 
tell a lie. Given the inquisitive nature of Indonesian small talk, 
a family of two men and a baby lends itself to awkward ques- 
tions. "We just tell them that the mother is away and did 
not come with us, full stop," says Bhimanto, a 48-year-old jour- 
nalist from Jakarta. 

However, Bhimanto has divulged to most of his neigh- 
bours that he and Steven, who like many Indonesians uses 
one name, are indeed raising a son, Arya, legally adopted by 
Bhimanto four years ago. "But in all conversation, there is no 
mention of the gay factor," he says, “though I imagine every- 


one in the neighbourhood does know, especially because of 


Steven's presence, an ethnic Chinese living with a Muslim 

Javanese in a predominantly Muslim neighbourhood." 
This attitude, explains gay-rights campaigner Dede 

Oetomo, is the typical response of Indonesians to members 





By Cameron Bates/] AKARTA 


of the country's largely discreet gay and lesbian community— 
as long as it's not your own son or daughter. 

Ade Kusumaningrum, a 33-year-old lesbian from Jakarta, 
believes that 80% of the secretive lesbian community, the size 
of which is unknown, would not be or are not accepted by their 
families. She says a friend whose family discovered she was 
a lesbian was beaten and dragged to a mental hospital. 

In Indonesia, which has the world's largest Muslim pop- 
ulation, the Ministry of Health estimates that 55,000 men are 
gay. But this figure excludes the large and visible population 
of transsexuals and their clients, or closet homosexuals. 

Dede, a professor at Surabaya University in East Java, says 
male homosexuality has always existed in Indonesia and is 
institutionalized in a number of ethnic groups and traditional 
practices—sometimes between older men and younger male 
lovers, as well as among boys coming of age. *It is part of 


TWO MEN AND A 
BABY: Bhimanto, 
his adopted son, 
Arya, and his 
partner Steven 


he culture; it is a known practice and has a place,” he says, 
idding that such practices are waning. 

Why are these traditions tolerated? “I think homosexual 
'elations are seen as a juvenile thing—most if not all these 
nen marry a woman later on—or the lesser of two evils, the 
yther being adultery.” Homosexual sex is not punishable 
ander Indonesian law, Dede notes. 

Debate rages, however, on whether the Koran forbids 
10mosexuality. Liberal Islam Network coordinator Ulil Absar 
Abdalla, who lectures in Islamic philosophy and theology, says 
the Koran does not explicitly prohibit homosexuality, though 
Muslims generally see it as a moral deviation. 

But a spokesman for a small mosque in central Jakarta, 
who did not wish to be identified, says that according to the 
Koran, homosexuals “will be crushed,” though he quickly adds 
that they are usually tolerated by the community in which they 
live. “We can only advise them not to do this [be gay], as 
long as there is no problem with the people around them.” 

To most Indonesian men, principles from the Koran 
“have little day-to-day influence on sexual behaviour, includ- 
ing the gender of their sex partners,” says Richard Howard, 
a Jakarta-based communications specialist with Family 
Health International, a U.S.-based not-for-profit public- 
health organization. 

Howard, an American who wrote his doctoral thesis on 
men, marriage and homosexuality in Indonesia, says greater 
social stigma comes from being unmarried. “As men approach 
their late 20s, the pressure to marry becomes nearly unbear- 
able. This is much more of a result of social pressure rather 
than anything expressed in the Koran or stated in the 
mosque." Being gay in Indonesia today, he says, is "increas- 
ingly becoming about adopting a modern, foreign-influenced 
way of living and defying the pressure to marry." 

Dede, who received a death threat in 1999 for his out- 
spoken views, says violence and threats against homosexuals 
peaked after an attack by alleged Muslim extremists on an 
Aids education fair near Jogjakarta in late 2000. But he main- 
tains that the gay community is gaining acceptance as society 
opens up in a new era of democracy. 

He cites as an example an amendment to Indonesia's con- 
stitution in 2000 to provide protection to gays and lesbians. 
[n late 2003 the first male-on-male kiss was screened in a 
mainstream Indonesian movie, Arisan!, which The Jakarta 
Post described as the first film to portray gay men not as “limp- 
wristed, lisping queens, but good-hearted, intellectual and 
decent, as many are in real life." 

Bars have sprung up in Indonesia's major cities to cater 
to and cash in on the gay and lesbian market, with more and 


more offering gay nights complete with male strippers. But for 


most homosexuals, gay life focuses not on bars and nightclubs 
where alcohol is expensive and not a part of the culture, but on 
discreet coffee shops, restaurants and salons. 

David Prettyman, a 45-year-old aid worker, says he expe- 
rienced more prejudice from his family in small-town Amer- 
ica than his partner of 12 years, Jazz Pasay, did from his Indone- 
sian family. Says Prettyman: "Indonesian culture is gener- 
ally very tolerant, and this is not a bad place to be gay." = 


DAD SAYS: 
‘Normal’ 
boys are 
attracted 
to girls 


SHAMED BY FAITH 


The author, who has asked not to be 
identified, was born in the Philippines 


Growing up gay and Catholic in the Philippines was 
strange. In school | couldn't relate to friends obsession 
with girls, but | couldn't put a finger on what that made 
me. In Tagalog, there is no word for homosexual—the 
closest we got in the 1970s and 1980s were bak/a anc 
tomboy, which refer to effeminate men and butch 
women. The absolute worst thing a boy could be was 
bakla. The vague feeling | had that | was attracted to 
men, and thus possibly bakla, was so unspeakable that 
| suppressed it, and never discussed it. 

Catholic education taught us the dangers of lust. 
In my boys' school, we were warned that looking at 
pornography was a serious sin. Bizarrely, this sparked 
a sense of righteousness in me—hey, Playboy 
disgusted me, maybe I’m morally superior to my porn 
obsessed classmates. 

That smugness was broken by a conversation over 
dinner with my family once: | mentioned that | wanted 
to pin a picture of a talented and handsome actor next 
to my bed. No, | shouldn't do that, Dad said as gently 
as he could, “normal” boys are attracted to girls. So 
much for my smugness. 

It was only much later, when | was studying abroad, 
that | learned what being gay meant and finally realized 
| was gay. That sparked such shame and fear that it 
took me years to accept it and be open about it. My 
being Catholic had a lot to do with this—one can 
dissect Catholic teaching on sexuality as much as one 
wants, but the reality is that my religious upbringing 
and the teachings of a church that | cherish made me 
ashamed of who | was for a very long time. 

Since coming out, | have been amazed at how 
accepting my very Catholic family and friends have 
been. Our religion may be full of straight lines, but our 
Philippine culture is one of subtle curves. | know I'm 
lucky: My family and friends are open-minded, I've lived 
abroad for a long time, and | work in finance—a field 
where no one cares about your private life. Life is a lot 
harder for many of my gay compatriots. Some day, ! 
hope, that will change. For now, | still tell my straight 





. Just a Boy Named Joy 


English is the world's language of business, but people with Asian 
names often find something is added in the translation 
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| HATE MY NAME. | always have and expect 
I always will. Asian names (such as my girl- 
ish one) are a burden in an English-dominated 
world. That's why we often change them. We 
like to re-brand ourselves by flicking through 
English dictionaries. 

In my home town, Hong Kong, examples lit- 
erally abound. Meet Anorak Chen, Sicky Tang, 
Green Show, Pubic Ha, Chocolate Lin, Alien Lee, 
Twinkie To, Ivan Ho, Piano Chow. These are 
all real people. In my younger days, I used to eat 
at the McDonald's in Tsim Sha Tsui, Kowloon, 
served by staff whose personal names were 
Army, Incredible and Normal. 

Sometimes Asians have stunningly unsuit- 
able names. I hadrit the courage to tell He Man 
and Truly Man—two girls from Kowloon—that 
their names lacked femininity. 

Sometimes names are ideal. The official 
appointed in mainland China to deal with 
music copyright was a Mr. Song. And a garage 
employee in Hong Kong carries the name To 
Bar, pronounced "Tow Bar." 

The habit of adopting memorable English 
names doesn't just apply to China, of course. 
In the Philippines, Resurrection De Jesus is a 
personal name (and a lot to live up to). In India, 
people often have English names summing up 
their jobs. Reader Noel Rands told me of a friend 
named Yasmin Sodabottlepopbottleopener- 
wallah. That's her real, legal name. If she ever 
gets to be India's premier, we'll never be able 
to fit her into Review headlines. This alone 
should surely disqualify her from standing. 

My personal name (the full version is 
Nuryana) is an Islamic one that unfortunately 
sounds extremely feminine in English-speak- 





i i 
L] 4% >i 
of 


NT 
f - 


Ps 





SW o0 VI ot T 

a E: i 

aF ara nini - u- Xx. 
is eae LNSMC 


ing communities. | spent my entire childhood listed on the girls’ register a 
various schools, and for the last 20 years have received mail addressed to “Ms 
Vittachi.” In the past few days, I have met a Bangladeshi man named Joy anc 
a Chinese chap named Penny who live similarly miserable lives. 

Yet one can't just abandon one’s name. The underlying meanings o 
people's names are believed to shape the lives of the people who carry 
them. My name and my brother's were chosen with the help of an Indone 
sian mystic and spiritual leader. My name means “illuminator” and my 
brother Adil's name means “justice.” Since I grew up to become a journal 
ist and my brother became a lawyer, this is clear proof of one thing: Goc 
has a fine sense of irony. Lawyers? Justice? 

Also, there's a belief in Asia that if your name changes by itself (for exam 
ple, if a nickname becomes more commonly used than your given name) 
then your actual character will be fundamentally altered. 

Some people have tried to comfort me by pointing out that as the influ. 
ence of China grows, Asian names will stop standing out like sore thumbs. 
Don't believe it. The vast majority of Chinese family names are a single syl. 
lable like Ho or To or So, so things will be worse for people with mile-long 
Indian or Sri Lankan names like Maharajapuram Kanagaratnum. And 
what about people in Bangkok (which in Thai is Krungthepmahanakorn) who 
also sometimes have many letters in their names? 

For this writer, "Chinese-ification" has been an interesting experience. 
Cantonese accents change some standard English sounds. At the shop 
near the Review office where I buy my breakfast, the staff have been strug- 
gling with my name for months. The first month: *Noo Ree." Second month: 
"Noo Wee." Third month: “Loo Wee." Fourth month: “Lewis.” Now, staft 
politely addressed me as “Louise.” I don't object. Louise is a nice name, though 
it's not really *me." 

But since my name has changed, does this mean my fundamental char- 
acter is changing? Am I no longer an illuminator, but a French female? I don't 
notice any change in my dress sense, but if I start hankering for Chanel- 
scented Gauloises, I'll let you know. = 
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This award rewards the 
entry that best applies 
technology to a strong 
business model. The 
Mumbai-based winner 
developed a software 
system that monitors 
banking transactions 
in real time. 


i-flex solutions, India. 


Asian 
Innovation 
Awards 
2004 


The top award 
goes to a Singaporean 
team who developed 
a biodegradable plastic 
mesh to patch head 
wounds. 


SH Teoh, TC Lim, 


DW Hutmacher, JT Schantz 


and N Chou 

National University ot 
Singapore 

KC Tan, Temasek 


Polytechnic, Singapore. 


A New Zealand 
team has slashed 
the time it takes to 
conduct a complicated 
eye test. 


Ri "Ti j! ' / iaajat, Ra | Hii Ji 7\ a t, 
Jan McLay, Mark Elder and 
David Goode, Christchurch 


Hk Spital, New Zealand. 
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The Grand 
Hyatt, Singapore 
has installed a very 
energy efficient, 
cooling air-conditioning 
system that chills and 
removes dampness 
from the air. 
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Books: NEPAL 


Murder in 
The Himalayas 


Two Australian journalists tell the strange tale of how Nepal’s 
Crown Prince Dipendra turned a rifle on his family and sprayed 
them with bullets before shooting himself, writes Alex Ortolani 


TWO FAMILIES at war for generations, star-crossed lovers 
forbidden to marry, and royal astrologers predicting the future 
with eerie accuracy: It sounds like Shakespearean tragedy 
at its finest. But in a modern twist, Romeo dons full mili- 
tary garb, holsters several guns, walks into the billiards room, 
and massacres his family. 

Australian journalists Amy Willesee and Mark Whittaker 
knew they had a good story when they set out to write Love 
and Death in Kathmandu: A Strange Tale of Royal Murder. The 
book focuses on Crown Prince Dipendra, the 29-year-old 
heir to the Nepalese throne, who killed his parents and seven 


CULT 


outline of the main events, 
detailing in clear chronological 
order the beginnings of the 
group and the fate it met, and 


Scholarly literature on Falun 
Gong-the spiritual movement 
loosely based on a mix of 
Buddhism, Taoism and tradi- 
tional Chinese beliefs—is thin on 
the ground, a situation Maria 
Hsia Chang’s book, Falun Gong: 
The End of Days, rectifies. 
Chang, who teaches politi- 
cal science at the University of 
Nevada, provides a succinct 


very readable style, even 


obstacles at the researcher. 





BLOODY ENDING: 
Mourners pray for their 
king murdered by Crown 
Prince Dipendra in 2001 





other family members and then turned a gun on himself 
on June r, 2001. In the process, Willesee and Whittaker write 
about the roots of Nepal's royal dynasty, the continuing Maoist 
rebellion, and the cultural underpinnings of a society that con- 


describing its belief system in a 


though the controversial nature 
of the movement throws major 


The movement was founded 
in 1992 by Li Hongzhi and soon 


siders its king a deity. 


The two journalists are not the first to try to uncover the 


STATUS 


proved so popular that the 
Chinese authorities banned 
Falun Gong in 1999 and have 
waged a powerful and violent 
campaign against it, arresting 
its followers by the thousand 
and unleashing Beijing's 
powerful propaganda machine 
to depict Falun Gong as 

a lunatic and criminal group. 

It is no surprise, then, that 
the information obtainable 
through official channels is 
unreliably partisan, and hides 
all the torture, abuse and death 
in custody that have been 
endured by members of this 
unusual group. 

Turning to the followers of 
Falun Gong to obtain more 
neutral information is not all 
that much more helpful. 
Victimized and forced under- 
ground by the Chinese govern- 
ment, they have replied with an 


war, which is just as one-sided 
as the onslaught the group 
wants to fight off. 

Obviously, the Falun Gong 
movement lacks the means of 
its self-appointed enemy, the 
Chinese government, so it has 
to rely on the willingness of its 
practitioners to stage silent 
protests in major cities of the 
world, and on the possibilities 
offered by the Internet to make 
its voice heard. 

But the movement does so 
by demonizing the Chinese 
government—and former 
President Jiang Zemin in 
particular—in such a manner 
and to such an extent as to lose 
part of its credibility. 

Anyone approaching this 
subject is thus left with the 
distinct feeling of being 
caught between two fires: A 
powerful state machine on the 
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and friends of the royals and tell the story in riveting prose. 

According to the authors, the roots of Dipendra's dis- 
content go back more than 100 years before his birth, when 
his royal family, the Shahs, lost their grip on power. In 1546, 
a rival family known as the Ranas staged a brut 
setting the stage for rule by proxy for 104 years. By the 
time the Shah royals had freed themselves from the Ranas 
grip, the bloodline had mixed so much that Nepal's royalty 
was more Rana than Shah. It was against this background 
of conflict that Queen Aishwarya refused to allow her son 
Dipendra—the most eligible bachelor in Nepal—to marry 
Devyani Rana. 

Observers often cite this mother-son spat as the reason 
for Dipendra's killing spree, but the story is not so simple. 
The crown prince that emerges from Willesee and Whit- 
taker's research is a schizophrenic character. To many, he 
was a brilliant, sociable young man who “had a clear vision 
for the country.” To others, he was a 
gun-obsessed alcoholic who had a 
nasty streak. Trained as a military offi- 
cer, Dipendra had a lifelong obsession 
with weapons and often went driving 


| takeover, 


story behind the murders. A July 30, 2001, New Yorker 
article covers much of the same ground, and its author, 
Jonathan Gregson, had met the royals before he wrote Blood 
Against the Snows: The Tragic Story of Nepal's Royal Dynasty. 
But Love and Death in Kathmandu is worth the read. Wille- 
see and Whittaker provide extended interviews with family 


in full military gear with guns in the 
car to "relax." This behaviour wasnt 
seen as particularly strange by a fam- 
ily comfortable with firearms. Sur- 
vivors of the massacre said King Biren- 
dra was moving toward his son with 
a smile when Dipendra shot his father 


LOVE AND DEATH: 
IN Nus 





[ Love and Death in 


persecuted group of 
religious converts on the 
other—though Falun Gong 
followers reject the term 
“religion” as applied to 
their beliefs. 

It is probably for the 
reasons outlined above, and 
because of the widespread 
perception that Falun Gong 
practitioners are a somewhat 
odd lot best left alone, 
that the information on them 
is scanty. 

These limitations do 
mean that any 


strength to her arguments. 

In the end, however 
commendable the effort, 
one feels a bit disappointed 
with the result. The text is 
at times too simple. For 
example, Chang offers a 
rapid overview of the 
history of religion in China, 
with rigid subdivisions that 
lost all currency long ago. 
The source material has 
been selected in a 
haphazard and sometimes 
sloppy manner. 

Still, by reading 


researchers main [Falun Gong: The this compact 


sources have to End of Days]by volume one 
be journalistic Maria Hsia Chang. undoubtedly learns 

f the Lesbian a lot about Falun 
accounts o Press. $25 
events. But an Gong, and wonders 
_over-reliance on why the Chinese 
the Internet government mar- 
means there is no shals such resources 
way of tracking against it. 

llaría Maria Sala 


news stories used 





ic a writer hased in 


at point-blank range. Kathmandu: A 

Willesee and Whittaker’s under- Strange Tale of 
stated style shows how chilling the bare recy rms! an 
facts are. They note that the night ofthe — Mark whittake: 
murder was a monthly family gathering St. Martin's Press 
that the king's guards never attended. — 924.95 
Besides, Dipendra was the family's only 
link to the palace's security team. And when the journalists 
ask the guards what they would have done if Dipendra had 
shot at them, one says: "We would die saluting him." 

But for all its solid research and sharp prose, the struc- 
ture of Love and Death in Kathmandu is confusingly lopsided. 
For the first 150 pages, Willesee and Whittaker often write 
in the first person. The second half of the book is a more tra- 
ditional, third-person recounting of Dipendra's life. Untor- 
tunately, the two sections are not woven together well. After 
going into detail about political wrangling in the mid-1800s, 
only passing mention is made to King Birendra's reforms 
in the 1990s that led to increased political freedom. At the 
start, the journalists delve into the country's continuing 
Maoist insurgency, which has left 10,000 people dead in 
the past eight years, but then hardly mention the rebels in 
latter sections. This division is unfortunate, because one 
imagines a tough editor could have convinced Willesee and 
Whittaker to axe their less relevant material to unify the book 
into a cohesive whole. = 
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A Race to IT Success 


Indian firms are in the front of the pack in providing low-cost IT and software services. This 
chief executive wants to take the lead in consulting as well 


For 12 YEARS, Stephen Pratt worked in the from these more established firms are ripe for poaching, a 
plush, mahogany-panelled offices of Deloitte Con- they fear their jobs could be headed overseas anyway. Accer 
sulting in downtown San Francisco. But last April, ture, for example, will have roughly one-eighth of its operation 
the 42-year-old executive jumped ship and moved overseas by the end of the year. 
to Silicon Valley and the spanking new United States A key factor in the race between the Indian and America! 
headquarters of Infosys Technologies, India’s sec- firms, Pratt says, is how they implement their new business mod 
ond-largest software-services company. els. Infosys, Wipro Technologies and Tata Consultancy Service 
Pratt is now chief executive officer of Infosys's have sought to gain a bigger share of the U.S. market by hirin 
global consulting arm and a central cog in the Ban- local consultants or purchasing already established consultin 
galore-based company’s plan to take on the likes companies. IBM, Accenture and Deloitte & Touche, meanwhile 
of Accenture and IBM in their home market. Indeed, are seeking to lower their costs by cutting jobs in the U.S. anc 
Pratt sees Infosys and other Indian information- relocating them to India and other low-cost countries. 
technology (IT) firms in a race with these compa- Pratt thinks Indian companies will have an easier time exe 
nies to develop new business models to sell con- cuting their strategy, as they won't have to face downsizing 










sulting and technology services. 
Indian firms currently are in the lead, Pratt 
Says, in providing low-cost IT and soft- 
ware services that can be delivered 
from platforms worldwide— 
24 hours a day. U.S. com- ^0 
panies, meanwhile, have 70, 


more experience in provid- dy 
ing top-level consulting expert- 7 
2 

"s 


"It will be hard for U.S. firms to learn how to operate in ¿ 
global manner,” Pratt says. “You don't learn it in a yea) 
or two." 
Pratt says Infosys Consulting is focusing on devel 
oping business in media and entertainment, IT, ship 
ping and financial services sectors 
4 He wont give a list of any of hi: 
» company's current clients, bu 
© says the consulting arm will seek 
N 
M 
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ise to Fortune 500 companies. The 
firm that combines these two ele- 
ments—a cheap global deliv- 
ery model and specialized 
consulting capabili- 
ties—will come out on 
top, says Pratt. 

"There's a race. 
That's the fun part," the 
opera aficionado says from 
his Spartan office in the city of Fre- 
mont. His room's walls shake when colleagues 
close their doors. 

Pratt's jump to Infosys illustrates the Indian 
IT companies' aggressive nature as they square 
off with their larger American competitors. 
Infosys has hired more than 70 executives over 
the past ro months for its Infosys Consulting Inc. — 
unit, including former senior members of such — 
firms as McKinsey & Co., Cap Gemini, Ernst & 
Young and Accenture. And Pratt says he expects 
more such hirings to follow. 

"There's never been a better time to be hiring," 
Pratt says, noting that he believes many executives 


to keep pace with Infosys's parent 
URE VIE company. Infosys Technologies is 
l expecting annual revenue growth ol 

4096 and has 400 clients globally. 
Infosys Consulting is expect- 
ing to add 25-30 clients per 
quarter and forecasts having 
500 employees worldwide 
by 2007. Both Infosys 
Consulting and Infosys 
Technologies are trying to 
leverage their skills and con- 
tacts to generate more business. Pratt met last 
month with more than 200 of Infosys Technolo- 

gies’ U.S. clients in Phoenix, Arizona. 

Pratt also says that Infosys Consulting is likely 
to benefit from the focus of many American com- 
panies on outsourcing more jobs to India. He says 
because Infosys is one of the leading Indian firms 
in the outsourcing space, it’s in a unique position to 
advise American companies on how to do the same thing. 

“People are interested in how Infosys became more 

competitive," Pratt says. "We're hungrier than the 
other firms." JAY SOLOMON 
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to iade. For, in fact since the 
United States' Food and Drug Admin- 
istration cleared a GM tomato in 1992, 
no lab has found genetically modified 
organisms to be hazardous to health. 
The best way to win over GMO resist- 
s for a country like Thailand to 
the U.S. and make GMO an issue 
We rid Trade Organization. 


J. RAHARDJO MUSTADJAB 
Mumbai 













ARBITRATION CENTRE 

You report in Squeaky Clean [Oct. 14] 
that Singapore aspires to be iu arbi- 
tration centre for Asia." Yet such a cen- 
tre has already existed for more than 
a quarter century. In 1978, the Asian- 
African Legal Consultative Organiza- 
tion, one of Asia's oldest regional inter- 
governmental organizations, estab- 
lished the Regional Centre for Arbi- 
tration at Kuala Lumpur to serve the 
Asian region under the framework of 
the United Nations Commission on 
International Trade Law. 


MICHAEL HAAS 
Los Angeles 









AN NAMES 
ww me to say thank you to your 
imnist, Nury Vittachi, for a won- 
ul Travellers’ Tales article on un- 
"usual names in Asia [Just a Boy Named 
Joy, Oct. 28]. 
. My wife and I lived in Hong Kong 
for two-and-a-half years recently and 
have certainly come across unusual 
names as well. There is, for example, 
Hairy, the optometrist, in Central, and 
Icarus, the waitress at a private club. 
From what we can tell, Hairy doesn't 
have any hair problems, just maybe 
bad- hair days, and Icarus doesn't fly 
with man-made wings. 
Beside names that are gender-spe- 
d are used by the opposite sex, 
e noticed that "Alice" is a popular 
he among women in Hong 














the book Alice in Wonderland, oras Isus 
pect, because it is at the beginning of the 
alphabet and easy to pronounce. So far, 
I haven't met a man who uses “Alice” 
as a first name, but I could see someone 
being inspired by Alice Cooper. 

The unusual names also hit much 
closer to home. My wife is an Ameri- 
can-born Thai. Her first name is Siri- 
wan, meaning "nice complexion." Her 
middle name and nickname is Bee. In 
Thailand, both names are not too 
unusual, but in the United States they 
create blank expressions. Most of the 
time my wife uses Sara as her first 
name, while I call her Bee. 

I am glad my first name is sim- 
ple, which can't be said for my family 
name. I have got used to all the per- 
mutations of my family name, so I just 
tell people to call me Peter. (Maybe I 
should change my whole legal name to 
just Peter?) I hope that our future chil- 
dren won't be too confused with my 
wife's long Thai family name or my 
German family name, let alone a com- 
plicated first name. I think, we will just 
have to call them Joe Smith or Anna 
Jones instead. 

PETER A. PFATTEICHER 
New York 


PATIENCE NEEDED 
I refer to 'Mister' Musharraf? [Edito- 
rials, Sept. 30] and Aftab Ahmad Khan's 
letter [Oblivious, Oct. 21]. Democracy 
shouldnt be at the cost of repeated polit- 
ical upheavals and chaos. 

Indeed, only recently did American 
Secretary of State Colin Powell say that 
President Pervez Musharraf needs 
more time to implement democracy 
reforms, as he has to carefully steer his 
country out of a host of problems. As 
Powell said, “a little bit of understand- 
ing is necessary as you watch some- 
body like President Musharraf go 
through this process, as you watch him 
deal with his economic problems." 


MAHMOOD HASAN 
Karachi 
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JAPAN FLICKS THE FUSION SWITCH 

If Japan gets its way, building work will start there 

early next year on an ambitious, multi-billion dollar 

experiment to build a nuclear-fusion reactor China's new 
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government is expected to use the business page 32 
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BURMESE HAZE: It's not clear what effect leadership 
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CHINA'S SOFT POWER to Asia 
China's economic boom is changing the nature of page 48 
its relationship with neighbouring states, long used 
to eyeing the Middle Kingdom with suspicion 


VATION 


PUSH-BUTTON PALACES 

Across Asia, homes are getting smarter. Here’s 
your guide to everything from a home network to 
gadgets that do the drudge work for you 

SMART HOMES ARE HERE: As Asia gets a taste of 
automated home life, smart homes are creating 
headaches—and opportunities—for companies 
PERFECT PADS: A close-up look at what's inside the 
perfect wired pad 

ROBOVACS: Put your feet up, let the robot vacuums 
clean up 

LOOSE WIRE: When automation goes wrong 
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HEN AMERICAN Secretary of State Colin Powell visited 
ipan— part of a trip that also took him to China and South 
orea—the trickiest question he faced was the definition of “Far 
it." The issue was prompted by American plans for reshuf- 
ing its military. That the question was raised at all is a reflec- 
on of confusion over what constitute Japan's security interests. 
-The U.S. is proposing to move the headquarters of its army's 
Corps to Japan from Washington state. The proposed move 
part of plans to reorganize U.S. military forces globally to bet- 
respond to new threats. The concerns in Japan are that the 
ove will conflict with Article 6 ofthe U.S.-Japan security treaty, 
ich says that American forces have use of Japanese facili- 
for "the purpose of contributing to the security of Japan and 
e maintenance of peace and security in the Far East." 

Japan is no insignificant country. It exercises political 
fluence beyond Asia (for example, through development aid), 
ind its economic interests are highly important to nations 
around the world, whether in Europe, the Middle East or in 
he region. Moreover, much of the energy that powers Japan 
comes from outside the Far East. Japan's security interests have 
already long ago been defined, if by default, to extend well 
beyond the western edge of the Pacific. 

_ While the more insular see Japan's maritime forces’ logis- 
~, tical support for the U.S.-led invasion of Afghanistan and Japan- 








Eastern’ Security 


apan grapples with the semantics of national security 


ese ground forces’ current role in the Middle East as helping 
out the Americans, stability in Western Asia and Iraq alsc 
has crucial implications for Japan. And though Proliferation 
security Initiative exercises off Japan earlier this week were 
meant to send a message to North Korea about attempts tc 
smuggle out weapons of mass destruction, Tokyo's overall 
involvement in the U.S.-led PSI is an implicit acknowledge. 
ment of Japanese security interests in preventing trafficking of 
contraband weapons globally. 

No country makes military decisions purely out of altru- 
ism. Countries act on their national interest. That Japan 
recently has been teased out of its shell shows Prime Minis- 
ter Junichiro Koizumi understands the security climate under 
which modern Japan lives, As a mature economy and nation, 
its interests span beyond its immediate neighbourhood. 

There is no good reason why the U.S. Army’s 1 Corps 
shouldn't have its headquarters in Japan. American and Japan- 
ese politicians will fudge contentions to allow this to happen. 
Mr. Powell has already said that the corps’ future role would 
be decided through discussions with Japan, allowing Tokyo room 
to eventually find a compromise acceptable to Japanese. But it 
would be even better if the U.S. and Japan were to confront 
the matter head-on and forcefully assert that security in the 
Far East often rests on events even half a world away. :: 


raft Probe Manila searches for high-living military officers 


PRESIDENT GLORIA Macapagal- 
Arroyo has vowed to launch a wide-rang- 
ing probe into corruption in the Philippine 
nilitary. This came after allegations 
merged that an army general making a 
onthly salary of $650 had somehow 
aged to amass $1.4 million in property 
bank deposits. Yet Mrs. Arroyo's appar- 
outrage when announcing the cam- 
ign—"I have no sympathy at all for 
fters and their lame excuses"—seems 
dd. Why outrage now, when everyone 
ows that corruption cuts through almost 
ry level of life in the Philippines? And 
hy now single out military corruption? 

-. According to Transparency Interna- 
tional's 2004 Corruption Perceptions 
Index, the Philippines sits at position 102. 
‘This puts perception of the level of cor- 
-ruption in the country equal to that in 






























Eritrea, Papua New Guinea, Uganda, Viet- 
nam and Zambia. It isn't so much where 
anyone might choose to fight corruption 
in the Philippines, but where they might 
be saved from needing to. 

Given the accusations against the army 
general in the news, it's a wonder he did- 
nt attract attention sooner. That he did was 
because one of his sons was reported to 
have been stopped by U.S. authorities for 
failing to declare $100,000 he was bring- 
ing into the United States. The generals 
wife later signed an affidavit explaining 
her sors lapse over the declaration, and 
then reportedly elaborated that her hus- 
band “was assigned to the Comptroller's 
Office until April 4, 2004 .. . L often travel 
with my husband on business and my 
travel, expenses and shopping money in 
excess of US$10,000-$20,000 is provided 


to me. He also receives cash for travel 
and expenses from the businesses that 
are awarded contracts for military hard- 
ware ... He also receives gifts and grati- 
tude money from several Philippine 
companies that are awarded military con- 


tracts to build roads, bridges and military 


housing .. . The gratitude monies that 
he receives is common and unsolicited." 

That last statement may be key to 
Mrs. Arroyo's decision to tackle the mil- 
itary. The perception of corruption has 
harmed morale among younger officers. 
Claims of corruption were at the heart of 
a failed mutiny last year. Thus, Mrs. 
Arroyo can't be unaware that rank-and- 
file anger at apparently ill-gotten wealth 
among some in the higher ranks could 
precipitate further displays of rebellion 
by junior soldiers. | 
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Burma Changes 
Stoke Asean Fears 


The recent leadership changes in Burma have reinforced fears 
among some within the Association of Southeast Asian 
Nations that countries such as the United States may boy- 
cott a key regional security forum if Rangoon is chairing 
the 10-member bloc. To avoid this embarrassment, some 
Asean officials say the grouping could consider skipping 
Burma in the association's normal alphabetical rotation, 
and allow the Philippines to chair the grouping after Malaysia 
steps down in July 2006. If Burma, known as Myanmar, takes 
over in two years as scheduled, it would host the annual Asean 
summit in late 2006 and the Asean Regional Forum (ARF) 
in mid-2007. Asean officials assume that the U.S. and Euro- 
pean countries, which are highly critical of human-rights vio- 
lations in military-run Burma, would boycott the ARF meet- 
ings that year if they were held in Rangoon. Some countries 
fear that the recent removal from power of Burma’s Prime 
Minister Gen. Khin Nyunt could further set back the demo- 
cratic process as he was regarded by some as relatively mod- 
erate. One senior Southeast Asian diplomat says he hopes it’s 
still possible that the Burmese leaders will begin serious nego- 
tiations with detained democracy leader Aung San Suu Kyi, 
but barring that “I personally think skipping Myanmar 
[Burma] is the best option.” (See article on page 22.) 


STUDENT’S SLAYING ANGERS VIETNAMESE 
Pressure is mounting on authorities in Hanoi and Moscow 
to move swiftly to protect 3,500 Vietnamese students in 
Russia, after a group of skinheads fatally stabbed 20-year- 
old scholarship student Vu Tuan Anh in St. Petersburg 
on October 13. News of Anh's murder, for which no one has 
yet been arrested, travelled quickly on the Internet and 
prompted an outpouring of rage and grief within Viet- 
namese communities both at home and abroad. While 
many of Vietnam's ageing leaders cherish memories of their 
student days in Russia, younger generations of students 
and traders have borne witness to a rising tide of xeno- 
phobia and police brutality there. In an unusual show of 
solidarity, more than 19,000 people—including young Viet- 
namese studying in Singapore, France, Australia and else- 
where—have joined an on-line petition demanding the 
arrest of Anh’'s killers within one month of the murder, 
elimination of extremist groups and new security measures 
on campuses and streets. “Both poor Tuan and my good 
impression about friendly Russia have been killed by those 
bald-headed monsters,” wrote one Vietnamese student in 
Singapore. Indeed, some Hanoi natives now appear to be 
changing their minds about pursuing degrees in Russia. 
But Tran Van Nhung, vice-minister of education and train- 
ing, says Vietnamese students will not be recalled and pre- 
dicts that the case will not disrupt diplomatic relations 
between the two countries. 


FAKE U.S. NOTES SURFACE IN THAILAND 

A batch of fake but almost perfect U.S. banknotes recently 
seized in Bangkok may have originated in North Korea. Local 
press reports said that Thai police in mid-October confis- 
cated 200 of the $50 notes and arrested a currency trader. 
Police arrested another currency trader in Mae Sai, which 
lies on the border with Burma. The notes are near-perfect 
copies and it is almost impossible to detect them as fakes. 
An official close to the case says the notes are “99% perfect,” 
adding that they were of similar quality to $100-denomi- 
nation notes that North Korea is known to have produced 
and distributed in the past. He suggests the new notes 
may also have been produced in North Korea. In March last 
year, Western intelligence agencies discovered that the North 
Korean government had acquired equipment from Europe 
that can detect counterfeit notes in order to control the qual- 
ity of Pyongyang’s own fakes. The Review reported at the 
time that “using this state-of-the-art equipment, the North 
Koreans will soon be able to produce notes that are even 
harder to detect than their $100 “supernotes” now in cir- 
culation.” The trade in counterfeit money is believed to be 
a major source of income for Pyongyang. 


AUSTRALIAN PEARLS FOR CHINA MARKET 

Australia’s biggest pearl company has high hopes of expand- 
ing its overseas sales of South Sea Pearls following a mar- 
keting push into mainland China. John Kelly, chief execu- 
tive officer of Darwin-based Paspaley Pearling, says the com- 
pany's products will soon be sold through select retail out- 
lets in Beijing and Shanghai for the first time. Kelly, who 
was talking to the Review ahead of his latest trip to China, gave 
no further details. One reason for the marketing push off- 
shore has been a dramatic fall in the price of pearls. This is 
linked to efficiency gains in cultured-pearl production in 
Australia and the emergence of low-cost producers in »» 


Newspix 


THE WORLD'S 
ITS OYSTER: 
Australia's top 
pearl company 
plans to sell 
its wares in 
China 





Your employees are making 
shipments out there. 


"nC 
Li 


"57 


Addit u^ 
ff 
FILE: 


s 
E 


HHHH fs 


How do you control it all from here? 


Total vision. 

Thats what you get when 
you manage your shipping 
with UPS CampusShip" 
You Il have the overview 
wherever you operate. 
What's more, anybody in 
any department can access 
UPS shipping services. You 
decide. Setting boundaries 
for some or autonomy for 
others, whilst still 
overseeing costs. That way 
you can reduce errors, 
track budgets and make 
sure every detail of 
shipping is billed properly 
Theres no installation, 

No costly software. Get our 
vision working for you. 











The 
feer.com 
archive - 
Asia's essential 
business 
research tool 


FAR EASTERN ECONOMIC 


REVIEW 


www .feer.com 





Asia's Business Weekly 


























HEALTH PROBLEMS: 
The feared Khmer 
Rouge leader Ta 
Mok might not 

live to face his day 
in court 


Fintaltinante 


Indonesia and China. “In the last five years the price of pearls 
at the wholesale level has come off by 50%, though that has 
stabilized now,” says Kelly. Paspaley executives have taken the 
opportunity while in China to stress the quality of their Aus- 
tralian cultured pearls, which they say are the world’s best and 
biggest. The company’s pearls are also marketed by New York- 
based Tiffany & Co. Kelly says of the famous retailer: “Of all 
the gems in the world, they see the most upside in pearls. 
That's a huge tick of confidence in the industry." 


‘TIME RUNNING OUT FOR GENOCIDE TRIAL 
Despite government assurances that top Khmer Rouge lead- 
ers will go on trial next year, at least three of the likely defen- 
dants are seriously ill and could die without facing justice. 
Cambodia’s parliament in early October ratified legislation to 
try surviving leaders of the murderous 1975-79 Khmer Rouge 
regime with United Nations support. A senior government 
official has said about 10 people could face trial, though cur- 
rently only two are in detention. One of these is one-legged 
Ta Mok, but his lawyer says the movement's former mili- 
tary chief is very sick. “Now Ta Mok's health is a problem," 
Benson Samay tells the Review, adding: "If a trial doesn't 
get under way soon, he will die before it begins." Incarcerated 
since March 1999, Ta Mok suffers from complications from 
his amputated leg as well as high blood pressure. Nuon Chea, 
who was No. 2 to the late Pol Pot in the radical Maoist move- 
ment, and former Khmer Rouge Foreign Minister leng Sary 
are also poorly. “I am too ill to talk,” Nuon Chea said during 
a brief meeting at his home. His daughter says his blood pres- 
sure is often at dangerously high levels and he recently suf- 
fered a mild stroke. leng Sary claims to be too ill to even think 
about a trial. He has survived at least one heart attack. 


WAL-Mart’s JAPAN SPONGE STRATEGY 
While Wal-Mart Stores waits to see whether it will have a chance 
to revive beleaguered Japanese retailer Daiei, the American 
chain's top manager in Japan has his mind on something more 
mundane: kitchen sponges. At a recent lunch with journalists, 
Jeff McAllister said the company was still interested in invest- 
ing in Daiei, which has sought rehabilitation through a state- 
sponsored turnaround agency. Then he launched into a lengthy 
description of recent sales of the Seiyu Fine Select Kitchen 
Sponge. Producing charts showing rising sales of the sponge 
at Seiyu—the Japanese chain in which Wal-Mart has a stake— 
McAllister described how changing the way the product is dis- 
played in the store pushed sales from 1,000 sponges a week 
to 12,000. Then, convincing the supplier to lower the cost and 
dropping the price by Y29 (27 cents) sent sales even higher, to 
20,000 per week. "The power of merchandizing," said McAI- 
lister, who had chosen the sponge as his so-called “volume- 
producing item." At Wal-Mart—and now at Seiyu—each 
employee picks one of these and tries to increase its sales. Will 
Daiei be getting McAllister's sponge treatment eventually? 
Right now, the rescue agency is still deciding what to do 
with the retailer. So only time will tell. 
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THIS WEEK 


84 Die After Crackdown on Protest in Thailand 


At least 84 Thai Muslims died after police and 
troops broke up a protest in Thailand’s troubled 
south, officials said. Most of the victims suffo- 
cated when 1,300 detained protesters were put 
into trucks after being bombarded by water can- 
non and tear gas in Narathiwat province. Six oth- 
ers were confirmed dead from clashes on October 
25. The protests were sparked by the arrest of six 
Muslim men accused of handing guns to rebels 
in the southern region, where an insurgency has 
left 414 dead this year. Prime Minister Thaksin 





CRACKDOWN: Protesters halted 


SOUTH KOREA 
T eee 


The Constitutional Court 
rejected a government plan to 
relocate the capital from Seoul to 
a site in Chungcheong province. 
The court said the move was 
unconstitutional because it would 
first have to be passed by refer- 
endum. The ruling dealt a blow to 
President Roh Moo Hyun, who 
has been lobbying heavily for the 
relocation since his election. Roh 
said he will not dispute the ruling 
but vowed to seek an alternative 
policy, such as decentralization 
on a smaller scale. The multibil- 
lion-dollar project was intended 
to dampen the city's economic 
dominance of the country and 
decrease overcrowding. Almost 
half of the country's population 
lives in or around Seoul. Some 


Shinawatra said the 


3: deaths occurred because 


protesters were weak 
after fasting during the 
holy month of 
Ramadan, which began 
on October 15. Rights 
activists say the govern- 
ment's tactics in the 
south are heavy-handed. 


members of the pro-Roh Uri 
Party are calling for a constitu- 
tional revision to relocate the 
capital, but such a move would 
require a two-thirds majority in 
the national assembly, which is 
well out of the party's reach. 





DENIED: People in Seoul witness the verdict 





Officials freed five 
executives of United 
States-based Newmont 
Mining being held in jail 
after being accused of 
dumping toxic waste in 
Sulawesi province. 
Prosecutors are 
considering whether to 
charge the executives 
with polluting Bayut Bay 
with mercury. The 
company denies the 
accusations. 


A Jakarta court gave the 
brother of an alleged 
militant leader a four-year 
jail term for financing the 
JW Marriott hotel bomb- 
ing in Jakarta in 2003. 
Rusman Gunawan, the 
brother of militant 
suspect Hambali, was 
charged with sending 
$30,000 to a militant 
group in Indonesia. 


A consortium led by 
South Korea's KT Freetel 
and Samsung and 
Indonesia's Infokom 
Elektrindo have agreed to 
set up a wireless joint 
venture in Indonesia with 
$2.2 million in capital in 
November. The South 
Korean consortium will 
own 51% in the joint 
venture, while an Indone- 
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CITIGROUP WILL shut 
another banking unit in 


Tokyo after alleged 
misdeeds led to the 
termination of the firm's 
Japanese private- 
banking licence. Citi- 
group said it would clos: 
Cititrust & Banking, a 
unit focused on real- 
estate and trust-banking 
businesses. In an effort 
to bolster Citigroup's 
image, CEO ChaArles 
Prince bowed before 
reporters in Tokyo and 
apologized for the 
company's failings. 


sian consortium including 
Infokom will own the 
remaining 4956. 


————————————ÉÁÓÁ——S 


The central bank raised a 
key interest rate for the 
first time in four years to 
try to halt inflation 
fuelled by soaring com- 
modity prices and 
corporate demand for 
credit. The Reserve Bank 
of India raised the 
repurchase rate it pays 
commercial banks for 
loans to 4.7596 from 
4.5% on October 26. The 
rate increase makes it 
more expensive for 
banks to borrow from 
each other, adding 
pressure to raise rates 
on loans to companies 
and consumers. 


PAKISTAN 


President Pervez Mushar- 
raf called for a range of 
new options in Pakistan's 
struggle with India over 
the Kashmir region, 
including joint control 
and demilitarization. 
Musharraf called Paki- 
stan's old demand for a 
referendum impractical 
and India's bid to make 
the Line of Control a 
permanent border 
unacceptable. Some 
analysts say the plans 
were the boldest ever 
from a Pakistani leader. 


NEMUS 
Tokyo brought a tentative 
end to a ban on imports 
of American beef, 
imposed after a case of 
mad cow disease in 
Washington state last 
December. The countries 
agreed during talks in 
Tokyo that Japan will 
resume imports of U.S. 
beef from animals with 
birth records of up to 20 
months. Before the ban, 
Japan had imported 

$1.4 billion worth of U.S. 
beef annually. 





The nation's deadliest 
earthquake in almost a 
decade and the tremors 
that followed it killed 
more than 31 people and 
injured more than 2,500 


in Niigata prefecture. The 
quake registered at a 
magnitude of 6.8 and 
followed a record 10 
typhoons to hit Japan this 
year. News of the disaster 
created a drop of about 
50 points in the Nikkei 
Index, as well as a slight 
slip in the yen. 


SOUTH KOREA 


President Roh Moo Hyun 
called for increased 
spending to prop the 
country's sagging econ- 
omy and keep its growth 
rate above 5% next year. 
Roh said the government 
would pour pension and 





START SPENDING: Roh 


other state funds into the 
construction sector and 
grant tax cuts to boost 
the economy. 


Visiting U.S. Secretary of 
State Colin Powell said 
there is no comparison 
between Seoul's secret 





QUAKE: A ruined road in Niigata prefecture 


nuclear experiments in 
past years and North 
Korea's continuing 
nuclear programme. In a 
swing through Asia, 
Powell said reports that 
South Korea had enriched 
a tiny amount of pluto- 
nium in 1982 and ura- 
nium in 2000 were of 
"minor concern." Powell 
also sought Seoul's 
support in resuming talks 
with North Korea on its 
nuclear programme. 


THAILAND 


A 14-year-old gir! died of 
bird flu on October 19 in 
Sukhothai province, said 
the Health Ministry. She 


= isthe 12th person to die 


of the disease in Thailand 
and the 32nd in South- 
east Asia this year. 


VIETNAM 


Prime Minister Phan Van 
Khai told the national 
assembly that a special 
agency would be created 
to fight corruption in the 
Communist Party, which 
has been tarnished by 
embezzlement scandals. 
Critics say the crackdown 
will exempt high-ranking 
party cadres. 


BURMA 


A group of Malaysian 
legislators called for 
Burma to be suspended 
from the Association of 
Southeast Asian Nations 
after the sacking of 
Prime Minister Gen. Khin 
Nyunt, regarded by some 
as a moderate. 
Malaysia’s Minister for 
Entrepreneur Develop- 
ment Nazri Aziz said the 
country should be 
suspended if it does not 
speed up democratic 
reform. (See article on 
page 22.) 


SPOTLIGHT 





ALMOST HOME: Karzai leaves rivals behind 


KARZAI SET FOR WIN 
With 95% of the ballot counted, Hamid Karzai 
seems assured of becoming Afghanistan's first- 
ever democratically elected president without the 
need for a second round of voting. 

The ethnic Pashtun Karzai, who has been act- 
ing president since December 2001, had 55% 
of the vote—enough to ensure outright victory. 

His leading rivals, such as ethnic Tajik Younus 
Qanooni, appeared to accept Karzai's victory but 
said they would wait for the outcome of a United 
Nations investigation into alleged fraud at the 
October 9 election before formally conceding 
defeat. The world body is expected to make an 
announcement about its probe within days. 

it’s not likely to affect Karzai's win, and he 
is now expected to form a government and be 
inaugurated on December 1 for a five-year term. 
The election victory will give him valuable legiti- 
macy among his ethnically diverse people. But 
he will be judged on his ability to control warlords, 
restore security, crack down on the drug trade 
and boost the economy. 

He'll also have to steer a careful path 
between the different ethnic groups and com- 
promise with rivals such as Qanooni, who had 
16% of the vote, and the ethnic Hazara leader 
Mohammed Mohageg (12%) and ethnic Uzbek 
leader Gen. Rashid Dostum (10%). Intense lob- 
bying for positions in a new government has 
already begun. 

The election was a vital step in Afghanistan's 
fledgling democratic process, but there's still a 
rocky road ahead. Ahmed Rashid 
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ENERGY 


A Star Is Born 


As early as next year, work could begin in Japan on a $10 billion 


experiment to replicate the energy of the stars to generate a safe, 


clean, inexhaustible power supply for future generations 


NEAR ROKKASHO in northern Honshu 
island is a stretch of flat, uncultivated. 
undeveloped land. Covered with tall, 


feathery Susuki grass and scrubby spruce 


trees, the area is home to rabbits, foxes 
and the Asiatic black bear. Only a white 
signboard, almost hidden by the grass, 


proclaims this to be the intended site of 


an ambitious scientific experiment. It's 
one that, if successful, will prove far more 
materially significant to humanity than 
the Apollo moon landings of the 1960s 
and 1970s or any of the super-collider 
experiments of the 1980s and 19905. 

If the Japanese government gets its 
way, early next year building work will 
start at Rokkasho on the world's latest 
international collaboration in big science: 
a nuclear-fusion reactor. 

For decades, fusion energy has been 


THE FUSION FACTOR 


* Fusion machines are safe 
and clean, but at the cut- 
ting edge of physics and 
extremely pricey 


* Japan wants to host a 
$10 billion project to 
build the biggest one yet, 
and pave the way for 
fusion-power stations by 
the middle of this century 


* A six-country group will 
decide where to site the 








By Tom Holland/ROKKASHO 


the dream of nuclear physicists. Fusion is 
the reaction that powers the sun. If only 
it can be harnessed here on earth, argue the 
visionaries, the energy crisis that threatens 
the long-term future of the global economy 
will be averted for good. 

Unlike fossil-fuel-powered energy, 
fusion pumps out no environmentally 
damaging emissions, and its fuel 
sources—abundant in sea water—are 
effectively limitless. In contrast to nuclear 
fission—the reaction that drives the 
world's existing nuclear-power stations— 
fusion poses no danger of nuclear- 
weapons proliferation. It entails no risk 
of runaway chain-reactions releasing 
radiation into the environment and pro- 
duces no high-level radioactive waste. The 
promise of fusion is nothing less than a 
safe, clean, inexhaustible supply of energy 
for future generations. 

For many years, the dream was dis- 
missed by many scientists as too good to 
be true. That attitude is now changing. 
Experiments in Japan and Europe have 
shown that machines capable of contain- 
ing the reaction that powers the sun can 
be built, and that they can actually produce 
more energy than they consume. 

The hitch is that these machines 
known as tokamaks—are at the leading 
edge of nuclear physics and are ex- 
tremely pricey. Decades of expensive 
experimental work still need to be done 
before scientists can even begin to build 
fusion reactors able to generate elec- 
tricity commercially. 

With no government willing to shoul- 
der the research costs alone, a six-countny 
consortium has come together in a $10 
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HOT SPOT: The 
vacuum chamber of 
Japan’s experimental 
tokamak 





billion project to build the biggest toka- 
mak yet. Its designers hope that the Inter- 
national Experimental Thermonuclear 
Reactor, or Iter, will demonstrate beyond 
all doubt that fusion can indeed provide a 
feasible source of energy for the future, 
successfully paving the way for the devel- 
opment of fusion-power stations by the 
middle of this century. 

Iter is a collaborative endeavour on 
the scale of the International Space Sta- 
tion or the Cern particle-physics labora- 
tory in Switzerland. But unlike those 
projects, Iter does not revolve around a 
pan-European or transatlantic axis. For 
the first time, Asian countries are play- 
ing a leading role. 





Japan has long been at the forefront 
of fusion research, and Japanese scientists 


and engineers have been at the centre of 


Iter's design teams. Now China and South 
Korea have also joined the consortium, to 
sit alongside the United States, the Euro- 


pean Union and Russia at the top table of 


scientific research. 

Yet despite the weight of Asian inter- 
est backing the initiative, it is far from cer- 
tain that Iter will be built in Asia. Big 
science goes hand in hand with high pol- 
itics, and Rokkasho faces stiff competition 
from a rival candidate site supported by 
the EU at Cadarache in France. 

With a projected budget of $10 billion, 
there is a lot at stake, and the winner 


- 


—~ ~ 
- 
EU 
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stands to reap big economic and scientific 
returns. With neither France nor Japan 
prepared to surrender the project, nego- 


tiations have remained deadlocked for the 


past year as the Iter partners bicker over 
the reactor’s location. 

Now time may be running out. Unless 
a deal can be reached soon, international! 
enthusiasm for the project may wane irre- 
trievably. “I hope we can reach an agree- 
ment before the end of the year,” says 
Yoshikazu Okumura, director of the Japan 
Atomic Energy Research Institute's 
(JAERI) office of Iter project promotion 
in Tokyo. "Otherwise the momentum may 
be lost and Iter may never happen. That's 
what I’m afraid of." 
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the temperature at the core of the sun. 
Handling stuff that hot is tricky, but not 
impossible. At such high temperatures, 
gas atoms are stripped of their outer elec- 
trons, leaving behind positively charged 
nuclei. This vapour is called a plasma, and 
because it carries an electrical charge, it can 
be contained inside a magnetic field, even 
at very high temperatures. 

Make things hot enough, provide a 
strong enough magnetic field and squirt 
in neutron-rich varieties of hydrogen 
and fusion can—and has been made to— 
happen here on Earth. 

In the past, the problem was that far 
more energy was needed to heat and con- 
tain the plasma than was ever generated by 
the short bursts of fusion achieved. As a 
result, tokamaks—the doughnut-shaped 
vacuum chambers used to study fusion 
plasmas—were frequently dismissed as 
nothing but wildly expensive toys for 
nuclear physicists. To save money, the 
U.S. closed down its flagship tokamak 
at Princeton in 1997. 








Since then, however, both the Joint 
European Torus near Oxford in England 
and Japan's JT-Go tokamak at Naka, 
north of Tokyo—laboratory machines 
designed to study plasma physics—have 
succeeded in generating more energy 
than they consume. 


According to Naoyuki Miya, head of 


JT-60 facilities at the Naka Fusion 
Research Establishment, his $2 billion 
machine—which has reached tempera- 
tures of 520 million degrees—has man- 
aged to generate 25% more energy than it 
eats for up to a minute at a time. 

That leap has convinced many scep- 
tics that fusion power is possible. Now 
enthusiasts are pointing to rising oil 
prices, worsening pollution and escalat- 
ing nuclear proliferation, and are calling 
for construction of the larger, more pow- 
erful Iter machine to begin as soon as 
possible as a stepping stone to developing 
full-scale fusion-power stations. 

“We must reach a decision,” says 
Satoru Ohtake, director at the research 
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and development bureau of Japan's Min- 
istry of Education, Culture, Sports, Sci- 
ence and Technology. “We cannot extend 
discussions for another year.” 

If built, Iter will be a truly impres- 
sive feat of engineering, On a far bigger 
scale than existing tokamaks, it will be 
the first machine purpose-built to gen- 
erate fusion energy. 

At its peak, it will consume up to 110 
megawatts of electrical power from the 
grid, or around 10% of the output of a 
sizeable power station. The vacuum ves- 
sel at the machine's heart will measure 
some 25 metres across by 11 metres high 
and weigh nearly 9,000 tonnes. 

To operate, its 31 superconducting 
magnets, weighing up to 750 tonnes 
each, will be cooled to minus 269 
degrees—just four degrees above 
absolute zero. Meanwhile, only two 
metres away, plasma will be burning 
at roo million degrees. Maintaining that 
temperature gradient will be “just one 
of the challenges," according to Ken 


Tomabechi, who chaired Iter’s concep- 
tual design team. 

None of this wizardry will come 
cheaply, or quickly. Iter will take around 
10 years to build, at a construction cost 
estimated at about $5 billion. Operating 
costs over the rest of the project's 20-year 
lifespan will be at least as much again. 

Investment of that magnitude means 
valuable economic windfalls for Iter's 
host nation. According to Takeshi Ebina, 
vice-governor of Honshu's northern 
Aomori prefecture, Iter will contribute 
some ¥1.2 trillion ($11 billion) to the local 
economy and create up to 100,000 jobs 
if the Rokkasho site is chosen. 

With such rich prizes up for grabs, the 
face-off between France and Japan over 
which can offer the better candidate site 
and the more attractive terms has become 
increasingly acrimonious. 

In truth, there is not much to choose 
between Rokkasho and Cadarache either 
financially or technically. Both Japan and 
Europe have offered to contribute a >> 
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large share of the construction 
costs—up to 5096—if their site 
is chosen. 

Rokkasho does offer some 
logistical advantages. The 
Japanese point out that their 
site is on the coast and already 
boasts its own port—the only 
finished part of an abortive 
1970s industrial development. 
This would ease the transport 
of large and heavy components. 
In contrast, Cadarache is 
around 1oo kilometres from 
the sea, which would mean a 
lengthy and costly programme 
of road improvements to 
enhance access. 

On the other hand, even 
Rokkasho's supporters admit 
the site is “psychologically 
remote" and is unlikely to win 
over the thousands of inter- 
national scientists needed to work on 
Iter when weighed against the attrac- 
tions of Aix-en-Provence, the nearest 
town to Cadarache. 

In an attempt to redress the balance, 
the Aomori prefectural government has 
earmarked an extra $1 billion for site 


Deuterium 


FUSION REACTION 
Fusion mashes together the heavy hydrogen 
isotopes deuterium and tritium to release 
enormous amounts of nuclear energy. The heavy 
hydrogen in one large jerry-can of seawater 
provides about as much energy as one tanker 
truck of fuel oil. 
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preparation at Rokkasho, pledging to con- 
struct purpose-built housing and an 
international school. 

At the end of the day, however, it will 
be political considerations which dic- 
tate the choice of Iter's site. At the 
moment, the six Iter partners are divided 





ENERGY MACHINE: Japan's JT-60 experimental tokamak 
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evenly along diplomatic lines. 
Both the U.S. and South Korea 
support Japan's candidacy, 
while China and Russia favour 
the EU site. 

But political alliances have a 
way of shifting. Officials 
involved in the Iter project 
attribute the U.S. administra- 
tion's support for Rokkasho 
over Cadarache to Japan's back- 
ing of U.S. President George W 
Bush's policy in Iraq. Now 
Japanese scientists fear that 
should John Kerry win the 
November 2 U.S. presidential 
election, American support 
could swing away from 
Rokkasho and behind Cada- 
rache as the new administration 
attempts to rebuild bridges 
between Washington and Paris, 
following French opposition 
to Bush's Middle Eastern policies. 

In a bid to break the impasse, in Sep- 
tember Japanese officials tabled a com- 
promise aimed at narrowing the gap 
between the winner and loser of Iter. 
"Japan has made a very generous pro- 
posal," says Takanori Uehara, director of 
the international science co-operation 
division of Japan's Ministry of Foreign 
Affairs. "We seek a situation in which 
there is no winner and no loser." 

For the time being, officials are 
remaining tight-lipped about the exact 
provisions of the Japanese offer. It is clear, 
however, that the consolation prize on 
offer goes beyond an existing agreement 
among the partners to invest $1 billion in 
a fusion-materials research centre to be 
sited in whichever country does not win 
the Iter project. 

Scientists involved in the project 
hint that the compromise may owe a lot 
to a report published in 2001 by David 
King, chief scientific adviser to Britain's 
Prime Minister Tony Blair, which advo- 
cated a fast track for fusion develop- 
ment. Under such a plan, whichever 
country gave up the Iter project could be 
promised the construction of an inter- 
nationally funded prototype fusion- 
power station. Building work could start 
as soon as experiments at Iter could pro- 
vide sufficient data to set the design 
parameters, perhaps within six or >» 


FIELD OF BROKEN DREAMS 


... A quick tour of the area around Rokkasho village provides 
-eloquent testimony to the inadequacy of current energy 

policies, and graphically illustrates just why Japan is pre- 
pared to invest so heavily in fusion research. 

|. Inthe 1970s, the Japanese government set aside more 

—. than 5,000 hectares for heavy industrial development. A 

port was duly built, but construction went no further as the 

... oil crisis scuppered anticipated investment. The tenants 

|. never moved in. 

ii In 1980, the government earmarked some of the vacant 

~ land for its national oil-storage site, and today 51 immense 

... tanks stand in long rows behind the trees. But though the 

 . facility holds some 28 million barrels of oil, the total store is 

- enough to cover only one week's worth of Japanese demand 

for imported oil, leaving the Japanese economy dreadfully 
vulnerable to supply disruptions in the Middle East. 

or: Only too aware of their dependence on imported 

— sources of power, Japanese policymakers chose Rokkasho 

to spearhead efforts to develop energy independence. 

_ Today, the site hosts Japan's only uranium-enrichment plant, 

-which is capable of producing enough fuel to power eight of 

/. the country's 54 nuclear-fission reactors, which together 

|. generate a third of its electricity supply. 

y Meanwhile, work is nearly complete on a nuclear- 
reprocessing plant big enough to recycle 80% of the spent 

-fuel produced by Japan's existing nuclear-power stations. 

. . However, questions have arisen about the safety standards 
of the plant's operator, Japan Nuclear Fuel, after faulty 
welds were discovered at Rokkasho's spent-fuel storage 
pool two years ago, raising doubts about inspection proce- 
dures. Sceptics charge that at a cost of ¥2.4 trillion 
($22 billion) the facility is running massively overbudget 
and behind schedule. “The project management was lousy,” 
comments one nuclear-energy expert, who believes the 
start of operations is likely to be delayed until 2007, 
two years later than planned, as stocks of highly radioactive 
spent fuel accumulate. 

If investing in fission power is an expensive way to 
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pursue self-sufficiency in energy, Rokkasho demonstrates 
that renewable energy sources are unlikely to be any | 
cheaper. The area is dominated by dozens of giant wind i 
turbines, imported at great cost from Denmark and Ger- | 
many. Rokkasho's fresh sea breezes are seldom strong | 
enough to turn the huge blades, however, and they remain " 
stationary most of the time. Designed to generate up to 
1.5 megawatts each, the turbines only operate 20% of the 
time and then usually at far below their maximum capacity. 2 
Sceptics say they will never produce enough power to i 
make up for the energy consumed in their own construc- p 
tion. "The output of the wind turbines is less than we | 
thought," admits Kunihiro Kudo of the municipal govern- 

ment's planning division. Tom Holland | 
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WAITING FOR CHANGE: Rokkasho in northern Honshu 





seven years of Iter starting operations, 
according to physicists. 

“No matter whether we win Iter or 
not, Rokkasho will be the home of fusion 
in Japan,” says Hiroshi Matsumoto, a 
fusion scientist on the staff of JAERI. 
That may be wishful thinking, but many 
of the nuclear physicists who have worked 
on the Iter project are fiercely idealistic. 
They pursue their research because they 
believe fusion power is essential if envi- 


ronmental catastrophe and future wars 
over diminishing energy resources are to 
be avoided, To a man they are scathing 
about the current political manoeuvrings 
over Iter's location. "Iter was initiated aim- 
ing at fusion-energy development for all 
mankind," says Tomabechi, head of the 
reactor's original designers and a 50-year 
veteran of nuclear research. “It should not 
be a place to play short-sighted interna- 
tional politics." 


Nevertheless, Tomabechi remains opti- 
mistic that fusion power can be realized by 
the middle of the century. It will be expen- 
sive, he admits. But even if the combined 
price of Iter and a follow-on prototype reac- 
tor amount to $30 billion, the total cost 
will still be small compared with Japan's 


annual defence budget of $45 billion, he 
notes. "If things go as | expect, fusion-gen- 
erated electricity will be sent to the grid 


within the next 35 years," he says. & 
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READY TO RULE: President Yudhoyono lines up with his cabinet 
after being sworn in on October 21 


INDONESIA 


A Plan In Place 


President Yudhoyono’s economic team has a 
ready-made blueprint for reviving the economy 


By John McBeth/]AKARTA 


INDONESIA'S FIRST directly-elected president, Susilo Bambang 
Yudhoyono, has been given a head start in his bid to meet 
the high public expectations that represent his greatest chal- 
lenge. In the five months leading up to his September 20 vic- 
tory, the business community put together a Goo-page road 
map that is expected to serve as Yudhoyonos blueprint for bring- 
ing back domestic and foreign investment and reinvigorat- 
ing the economy. “It’s in line with the government's objective 
to regain competitiveness," says presidential economic adviser 
Chatib Basri. "The only question is not whether it is econom- 
ically feasible, but whether it is politically feasible." 

Three members of Yudhoyono's cabinet— Coordinating 
Minister for the Economy Aburizal Bakrie, Trade Minister Mari 
Pangestu and the head of the National Economic Planning 
Board, former International Monetary Fund official Sri Mulyani 
Indrawati—were involved in drawing up the road map, which 
lays out short-, medium- and long-term goals for an economy 
still struggling to recover from the 1997 Asian financial cri- 
sis. It was due to be presented to Yudhoyono on October 28. 

The private sector has identified tax and legal reform, labour 
issues, infrastructure and decentralization as the five key areas 
that need to be addressed if Indonesia is to pare down busi- 
ness costs and win back investment. Sofyan Wanandi, chair- 
man of the Indonesian Businessmen's Association, decided 
his group could not wait for the outcome of the presidential 
election showdown, in which Yudhoyono trounced incumbent 
Megawati Sukarnoputri. “We had to do something for our own 
survival," he says. "There are no state guidelines any more, no 
five-year plans, no nothing. If we had left it to the government, 
we wouldn't be going anywhere." 

Both candidates were kept briefed on the progress of the 
road map, a copy of which was seen by the Review. Megawati 
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paid scant attention, according to Wanandi. But Yudhoyono was 
keenly interested in a process that involved consultations 
with Indonesia's international donors and a three-day sum- 
mit with Pangestu and 20 other senior economists to ensure 
that the plan meshed with macroeconomic objectives. 

Analysts are generally comfortable with the team that 
Yudhoyono has picked to push through the economic blue- 
print, though there are some reservations about Bakrie 
because of the huge debt that his companies ran up in the 
late 1990s. While the president had to balance a myriad 
interests, some aimed at building parliamentary support, 
Yudhoyono resisted pressure to consider two controversial 
figures—economist Rizal Ramli and former bureaucrat Fuad 
Bawazier—for the crucial finance portfolio. 

Instead, he chose Jusuf Anwar, a former Finance Ministry 
secretary-general who has spent the past five years working with 
the Asian Development Bank. Anwar's high-flying career 
took a nosedive in the mid-19905 after he opposed a telecom- 
munications deal for a member of then President Suharto's fam- 
ily. Indrawati, meanwhile, could prove very influential as the 
designated architect of a five-year development plan. 

Bakrie is expected to spend much of his time on nuts-and- 
bolts issues, working closely with Vice-President Jusuf Kalla. 
The macro economy is likely to rest with Anwar, Indrawati 
and Pangestu, though these days it falls to the central bank to 
provide the day-to-day management that has brought Indone- 
sia a measure of stability. The real test now is to increase 
the GDP growth rate from 4% to the 696-796 level Yudhoyono 
has vowed to attain in his five-year term. 

The president has called on his ministers to apply early 
shock treatment, but apart from tackling imperatives such as 
politically sensitive fuel subsidies, adviser Basri isn't comfort- 
able with trying to achieve too much, too quickly. *Frankly, 1 
think we should tone down the roo-day objectives because peo- 
ple will expect there will be a big change in what, after all, is only 
three months," he says. "We have to focus on two or three things 
that can actually be implemented in that time." 

All the same, new Defence Minister Juwono Sudarsono 
believes Yudhoyono has to make his presence felt quickly if 
he is to re-energize the country. "The authority of the presi- 
dent has to be felt, particularly among the layers of bureau- 
cracy,” he told the Review in late September. “It is an oppor- 
tunity to capitalize on his popularity and personal legitimacy, 
but he has to put substance into it in the next 1,000 days. Legit- 
imacy only comes from performance on the ground." & 
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BURMA 


In the Dark 


The world waits to see whether a top leadership 
change will affect democracy and reconciliation 


By Bertil Lintner/CHIANG Mal 


GEN. MAUNG AYE appears to be the big winner from 
Burma's recent leadership changes, but analysts cannot 
agree on whether or not the army chief's victory over long- 
time rival Gen. Khin Nyunt will lead to policy changes. Some 
believe Khin Nyunt's tentative steps toward democracy 
and national reconciliation will be now be abandoned, while 
others think that Maung Aye could belie his “hardliner” 
tag and take these processes further. Still others reckon that 
the power struggle is about economics and personality rather 
than ideology, and that when 
the dust settles there will be 
very little real change. 

The military government 
in Rangoon announced on 
October r9 that military-intel- 
ligence chief Khin Nyunt had 
been removed as prime min- 
ister and "permitted to retire 
for health reasons." The New 
Light of Myanmar newspaper 
on October 25 quoted senior 
junta member Gen. Thura 
Shwe Mann as saying Khin 
Nyunt, who is reportedly 
under house arrest, was guilty 


of insubordination and GOOD OLD DAYS: Generals Than Shwe, Maung Aye and Khin Nyunt 


involvement in "bribery and 
corrupt practices." That raises the prospect of his trial. 

Khin Nyunt's once powerful intelligence apparatus, which 
used to function like a state within a state, has been brought 
under tighter military control and has lost its virtual auton- 
omy. Hundreds of intelligence officers are also reported to 
have been arrested. 

As prime minister, Khin Nyunt was ostensibly in charge 
of the democratic process and had been pushing a seven- 
point road map to democracy, including forging a new 
constitution and eventually holding a general election. He 
was, as a result, seen by many overseas as a relative mod- 
erate compared to “hardliners” Maung Aye and junta chief 
Gen. Than Shwe. Khin Nyunt is also credited with forging 
peace deals between the government and most of the coun- 
try’s ethnic-minority insurgents. 

Khin Nyunt's successor, Lt.-Gen. Soe Win, is also tarred 
overseas as a hardliner. In Washington, State Department 





spokesman Richard Boucher claimed on October 21 that Soe 
Win was “directly involved in the decision to carry out the bru- 
tal attack on [democracy leader] Aung San Suu Kyi on May 
30, 2003,” in which up to 70 people are said to have died 
and which led to Suu Kyi's current house arrest. 

But with Khin Nyunt out of the way, these tags might 
not be so useful or relevant. In public, the secretive govern- 
ment has vowed to continue pushing for democracy and 
national reconciliation. The analysts don't know whether to 
believe this or not. 

Some diplomats, for instance, say that Maung Aye was 
unhappy at the deals struck with ethnic minorities as they 
have created large, virtually autonomous regions in Burma's 
sensitive periphery. They fear he might seek to change them. 
Yet, according to an intelligence official in northern Thailand, 
soon after Khin Nyunt's removal the army head sent one of 
his top officers, Lt.-Gen. Thein Sein, to the northern Burmese 
town of Lashio to assure the United Wa State Army that 
their ceasefire agreement with the government would be hon- 
oured. The UWSA is the largest ethnic-minority armed force 
to sign a peace deal with the junta. 

The analysts differ, too, over how the leadership changes 
will affect the democratic 
process. Many, including sev- 
eral regional and international 
media organizations, believe 
that a moderate voice has been 
removed from the Burmese 
leadership and that will mean a 
step backward for democracy. 

Others speculate that, with 
his rival out of the way, Maung 
Aye will take on Khin Nyunt's 
mantle and reopen a dialogue 
with Suu Kyi. “Maung Aye 
needs to restore Burma’s stand- 
ing in the international com- 
munity—and he can, therefore, 
take some unexpected steps,” 
says a Western intelligence 
officer, who also points out that the general has the clout to 
do so as “he has the army behind him.” 

Others are convinced that there will be no policy changes 
and they say the military brass bust-up was never a fight 
between hardliners and pragmatists. “The main reason why 
the spook chief and the army commander dislike each other 
with some intensity is that they distrusted each other, Khin 
Nyunt's most important responsibility was compiling dossiers 
of the activities of other members of the ruling circle," says 
Bruce Hawke, a Thailand-based Burma watcher. 

Khin Nyunt and his intelligence network also controlled 
access to large amounts of money from cross-border trade 
and domestic businesses at a time when the government 
faces trade and aid embargoes with much of the world. 
This is also seen as a source of friction, and the military 
has taken over scores of businesses controlled by Khin Nyunt 
and his associates. = 
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Saudi Arabia’s New Friends 


Saudi Arabia comes knocking on Asia’s door and finds that despite worries about Islamic extremism 
and higher oil prices, the region is suddenly keen to have closer ties 


IT SEEMED LIKE an odd juxtaposition: suave Saudi oil exec- 
utives mingling with well-heeled Singapore matrons in the 
colonial splendour of the Raffles Hotel. The Singapore audi- 
ence was invited to hear how the status of veiled and disen- 
franchised Saudi Arabian women was changing, But the slick 
road show that came to Singapore in September sponsored 
by the largest Saudi oil company, Saudi Aramco, says a lot 
about how much this oil-rich kingdom is banking on ties with 
Asia to balance an economically vital but deteriorating rela- 
tionship with the United States. 

“The attacks of [September 11, 2001] changed everything,” 
says Khalid Al Maeena, editor of Arab News, a leading Eng- 
lish-language Saudi daily, who was with the delegation. “The 
Saudi government has decided to diversify its foreign rela- 
tions and this involves some distancing from the U.S.” 

The timing of this shift towards Asia couldn't be better. 
The region is fast becoming the world’s biggest market for 
oil—and Saudi Arabia, with an estimated 260 billion bar- 
rels or a quarter of global crude-oil reserves, has more oil to 
offer than anyone else. And with oil prices riding at all-time 
highs, Asia wants to sidle up to the Middle East's largest 
supplier. Saudi Aramco officials say that Asia now represents 
4796 of its overseas market. 

This new mutual attraction faces several obstacles. Asia 


By Michael Vatikiotis/JAKARTA, KUALA LUMPUR AND SINGAPORE 


has traditionally kept the Middle East at arms length, fear- 
ful of proximity to the unending conflict and the extremist 
Islamic movements it has bred. 

There are telling signs of a change, though. The Saudi 
government is talking to Chinese oil companies about 
exploration and prospecting in the kingdom, and Singapore 
has launched a quiet diplomatic initiative to foster closer 
political and economic ties with the Middle East. More 
broadly, the suspicion and hostility in Europe and the 
U.S. towards Saudis and Arabs in general, generated after 
the terrorist attacks in the U.S., has driven Arabs from all 
over the Middle East to establish more of a physical pres- 
ence in the region, in study and on holiday. “We once sent 
our best and brightest to learn from the U.S. and Europe. 
Increasingly we're sending them to Asia so we will have 
people who understand our largest customer," a Saudi 
Aramco official said in Singapore. 

Walk the streets of Kuala Lumpur's once Chinese-domi- 
nated Bukit Bintang shopping district on a balmy evening and 
the Arab presence is very noticeable. Some 200,000 Arab 
tourists, mainly from Saudi Arabia and the Gulf states, visit 
Malaysia every year, mainly in the summer months to escape 
the desert heat. They are catered for by expensive hotels which 
serve Arab food, and street-side cafés, like the Iraqi-owned 


Sahara Tent restaurant, which offers Middle Eastern delica- 
cies, piped-in Arab TV and hookah pipes. 

In Indonesia, Saudi Arabia has built a close relationship 
over several centuries as host to tens of thousands of Indone- 
sian Muslim pilgrims each year in the holy cities of Mecca and 
Medina. Since 2001, however, this relationship has become 
more active and strategically important. 

“Saudi Ambassador Abdullah Aalam is very influential 
and he has been particularly active since [September r1, 2001]," 
says Nasir Tamara, a Muslim scholar and political consultant 
who now works for the United Nations Development Pro- 
gramme in Jakarta. Far from keeping a low profile after Sep- 
tember 11, Tamara notes, Aalam—who has spent almost a 
decade in Indonesia—hosts lavish dinners at his central 
Jakarta residence where Muslim leaders and leading politi- 
cians mingle with other Arab diplomats, but no women, 
and discuss global as well as regional affairs. 

The principal Saudi political agenda in Indonesia, the 
world's most populous Muslim nation, has for years been 
to keep Shiite influence at bay. After the Iranian revolu- 
tion in 1979, radical Muslims in Indonesia were drawn to 
the Shiite teachings of Ayatollah Khomeini—anathema to 
the orthodox Sunni Wahabi teaching that dominates rul- 
ing circles in Saudi Arabia. “Saudi Arabia needs Indonesian 
neutrality on Iran,” says Tamara. 





| The Region 


In neighbouring Singapore, things haven't been easy 
for Ambassador M. Amin Kurdi. The soft-spoken former 
academic turned entrepreneur, who ran an information-tech- 
nology business in Saudi Arabia before being appointed 
ambassador four years ago, shakes his head when he talks 
about the deep levels of resentment and prejudice he feels 
the kingdom suffers amongst non-Muslims in Asia. Saudis 


THE SAUDI POLITICAL AGENDA IN 
INDONESIA HAS FOR YEARS BEEN TO 
KEEP SHIITE INFLUENCE AT BAY 


find it difficult to obtain tourist visas in Singapore, where the 
government is fearful of Islamic extremists after uncovering 
an alleged plot by home-grown Muslim extremists to blow 
up water pipes and other strategic targets in the island repub- 
lic three years ago. “It’s a case of persuading them thata 
50-year-old man, his wife and two children are not the sort 
of people who plant bombs,” he laments. Aalam believes that 
Saudi Arabia's biggest challenge is to combat its image in the 
eyes of the world as a haven for extremists. 

It doesn't help much that the vast majority of funding 
for Muslim schools in the region comes from Saudi reli- &* 
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gious charities, and that a small number of these charities 
have been identified by the U.S. government and the United 
Nations as conduits for terrorist funding in Southeast Asia. 
Assets from the large Saudi charity, al-Haramain, for exam- 
ple, were frozen in 2002 and it was formally listed as a banned 
organization by both the U.S. and the UN in 2004. Another 
major charity, the Jeddah-based International Islamic Relief 
Organization, provided funds in Indonesia to build more than 
300 mosques in 2003, according to its own figures. 

The trouble is, as the Brussels-based International Cri- 
sis Group points out in a recent report, some individuals 
and institutions helped by this charity have become associ- 
ated with extremist groups. A senior U.S. official in the region 
says that though most Saudi charities are genuine, a very small 
number of them help to finance terrorist activities. 

But it's hard for the Saudi government to effectively con- 
trol these activities, analysts say. Conservative currents in 
Southeast Asia's Muslim communities have for centuries been 
conducted through the generations of alumni from the major 
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GROWING TIES: Malaysian Premier Abdullah Ahmad Badawi with 
Saudi Crown Prince Abdullah Abdel Aziz 





Islamic universities in Mecca and Medina. From the mid-19th 
century onwards, these universities were dominated by ortho- 
dox Salafi and Wahabi Muslims. Since the 1980s, Saudi 
Arabia’s oil wealth has fuelled an explosion of charitable activ- 
ity and, perhaps more importantly, Muslim publishing, which 
brought ordinary Muslims in the region in much closer prox- 
imity with conservative thinking. 

“The Saudi government tries to curb the most radical 
activity,” says M. Syafi'i Anwar, a Muslim scholar who runs 
the International Centre for Islam and Pluralism in Jakarta. 
It took a Saudi religious scholar's fatwa, or edict, for exam- 
ple, to disband the militants calling themselves the Laskar 
Jihad which was involved in the religious violence that killed 
as many as 5,000 in the Maluku Islands of eastern Indone- 
sia. "But it's too late," Syafi'i argues. "The radicals have 
too many international linkages and access to the Internet 
and publications." 


Saudi Arabia could help by boosting the use of more 
formal and transparent funding channels like the Islamic 
Development Bank, which is headquartered in Jeddah. 
But a glance at all the Indonesian activities of the bank, 
which comprises 55 Muslim member countries—with the 
lion's share of funding from Saudi Arabia—shows that none 
of the socio-economic and educational-lending projects 
worth an estimated total of $250 million tabled since 2001 
in Indonesia have yet been approved. Jakarta is pushing the 
bank to invest in the country's state-owned and cash- 
strapped national aircraft project, PT Dirgantara. 


ANTI-WESTERN SENTIMENTS 

It doesn't help, says Syafi'i Anwar, that Saudi officials are sus- 
picious of anything that appears to have Western funding or 
backing. His own institute, which is funded by the U.S.-based 
Asia Foundation, always invites Saudi and other Arab diplo- 
mats to its functions, but they don't attend. “They won't engage 
with us," says Syafi'i. 

In trade and investment, it's a similar story of tentative 
engagement. "Their presence has no depth," laments a 
Malaysian businessman who works with Saudi Arabia. Large 
Saudi companies like Saudi Aramco are cash-rich, he says, 
but have no investment culture. "They're basically traders." 

An Indonesian-Chinese businessman who runs an invest- 
ment in Saudi Arabia, Anthony Salim, doesn’t believe that 
Saudi capital will hang around Asia. "This is not the place 
to preserve the value of your money—that's still the case in 
the U.S. and the European Union," he says. 

In fact, Saudi Aramco has offices in Beijing, Manila, Hong 
Kong, Seoul, Tokyo and Singapore—compared with just four 
Western outposts in New York, London, Houston and Leiden 
in the Netherlands. Saudi Aramco executives say its Asian 
operations are expanding, but the company is highly cen- 
tralized and even minor decisions have to be passed back and 
approved in Saudi Arabia. 

Help towards better mutual understanding on the politi- 
cal and economic front may be on the way. In mid-October, 
a small meeting was held in Singapore between Arab and 
Asian officials to establish what Singaporean officials are call- 
ing the first Asia-Middle East Dialogue, the brainchild of 
former Prime Minister Goh Chok Tong. 

Saudi Arabia isn't at the forefront of these moves, how- 
ever. Nor are its officials and businessmen keen to take a 
high profile in the region—preferring behind-the-scenes 
lobbying at Muslims-only diplomatic dinners or offers of VIP 
treatment for high-level officials going on the pilgrimage 
to Mecca. None of this helps fix a terrible image problem 
that is an obstacle to closer ties with Asia. 

Khalid Al Maeena, the editor of Arab News, insists that 
the problem is being fixed. “For a long time there was benign 
neglect," he admits. “We should have co-opted those radi- 
cals who came back from Afghanistan—people like Osama 
bin Laden. We didn't. We now have to contain this shift 
towards extremism." Then he adds with familiar Saudi 
defensiveness: “Don't look at us through the American lens. 
Muslims are not your enemy." & 


REVIEW Asian Innovation Award Winners, 2004 


This award rewards the 
entry that best applies 
technology to a strong 
business model. The 
Mumbai-based winner 
developed a software 
system that monitors 
banking transactions 

in real time. 
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Asian 
Innovation 
Awards 
2004 


The top award 
goes to a Singaporean 
team who developed 
a biodegradable plastic 
mesh to patch head 
wounds. 
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A New Zealand 
team has slashed 
the time it takes to 
conduct a complicated 
eye test. 


FAR EASTERN ECONOMIC 


The Grand 
Hyatt, Singapore 
has installed a very 
energy efficient, 
cooling air-conditioning 
system that chills and 
removes dampness 
from the air. 
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. Australia’s Engagement With Asia 


E: By John Howard 


k The writer is prime minister of Australia 


S Australia’s prosperity and security are intricately linked to those 
= of our region, especially our close neighbours. The Australian 
|. government has therefore placed great importance on engage- 
ment with the Asia-Pacific region. Australia has made signifi- 
t _ cant progress in developing and strengthening strategic regional 
~ partnerships. While we are strongly focused on harvesting the 
~ great opportunities created by increased economic integra- 
. tion, we also recognize our responsibility to work together to 
.. ensure regional peace and stability. 
a Australia has secured comprehensive free-trade agreements 
-with some of its most important trading and strategic part- 
— mers. Our strong trading and economic credentials were critical 
.. infinalizing an FTA with the United States. Before that we 
- had already shown our intention to strengthen economic ties 
.. with countries closer to home. Since 2002, we have negoti- 
. ated FTAs with Singapore and Thailand. More recently Australia 
~ and Malaysia, our roth-largest trading partner, agreed to explore 
.. the possibility of an FTA, with scoping studies expected to be 
_ finalized by the first quarter of 2005. I also warmly welcome the 
.. prospect of negotiations between the Asean 10 and Australia and 
.. New Zealand on a potential FTA, to be launched by leaders at 
the Asean-ANZ leaders’ summit in Laos in November. 
We are also working to strengthen bilateral trade relation- 
. Ships with the two powerhouse economies of North Asia—China 
.. and Japan. During Chinese President Hu Jintao's historic visit 
.. to Australia in 2003, the president and I were pleased to witness 
.. the signing of a trade and economic framework that will set 
. the agenda for future growth in our burgeoning trade and eco- 
_ nomic relationship. Notably, the agreement commits both coun- 
. tries to a joint study of the feasibility and benefits of an Australia- 
Í China FTA. The study is due to be completed by March 2005, 
. and I welcome the prospect of commencing potential FTA nego- 
. tiations in the near future. At the same time, Australia is seek- 
__ ing to strengthen further our ties with Japan, a close trading and 
political partner for 40 years. The trade and economic frame- 
. work, which I signed with Prime Minister Junichiro Koizumi in 
.. 2003, commits both countries to work towards trade liberal. 
ization, and a joint study to advance this is well under way. 
Energy supply, including the supply of liquefied natural gas, 
is an area where there is enormous potential for Australia to form 
greater strategic partnerships within the region, notably in our 
already dynamic trading relationship with South Korea. South 
Korea is already Australia’s fourth-largest merchandise-export 
market. With Korean demand for LNG growing, and Australia’s 





credentials as a long-term competitive supplier 
cemented in the region through our 2002 A$25 bil- 
lion ($18 billion) deal to supply LNG to Guang- 
dong in China, Australian suppliers are well placed 
to meet Korea’s growing demand. 

The series of trade and economic agreements 
successfully concluded with our Asia-Pacific part- 
ners, and our progress towards future historic 
agreements, reflects our standing in the region as a 
reliable and stable partner. But we do not see our rela- 
tionship in purely economic terms. We also seek to 
work closely with our neighbours to ensure regional 
peace and security. Solidarity and collaboration are 
at the heart of the international fight against terror- 
ism—the fundamental security challenge of our 
time. Australia has been resolute in its commitment 
to strengthen multilateral and bilateral security coop- 
eration, particularly in our region. 

Australia now has nine bilateral counter-terror- 
ism agreements in place with its regional counter- 
parts, including Indonesia, Thailand, the Philip- 
pines, Singapore and India. These agreements focus 
on enhancing law enforcement and border security 
as well as strengthening practical cooperation 
between our intelligence agencies, police, security 
authorities, defence forces and customs and immi- 
gration services. In addition to strengthening col- 
laborative efforts, the Australian government has 
also recognized the value in helping countries fur- 
ther develop their own capabilities to fight terror- 
ism. Australia has provided significant capacity 
building packages to Indonesia and the Philippines, 
including A$36.8 million to the Jakarta Centre for 
Law Enforcement Cooperation that will provide a 
very practical focus to responding to the challenges 
posed by terrorism in our region. 

As | enter my fourth term as prime minister, I 
am proud of Australia’s strong track record of 
engagement with the Asia-Pacific, not only in terms 
of recognizing economic opportunities but also in 
working to ensure regional security. Ranging from 
Australia’s willingness to participate in the assis- 
tance mission to the Solomon Islands and peace- 
keeping operations in East Timor, to our success 
in building strong and enduring trading partner- 

ships with some of the most dynamic economies in 
our region, we have sought to advance our interests 
through active engagement and cooperation with 
our neighbours. It is on this basis of cooperation, 
mutual respect and partnership that Asia-Pacific 
partners can build a more secure and prosperous 
future to the benefit of all our peoples. = 
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Powell Makes Headway On 
Rights, But Not Taiwan 


United States Secretary of State Colin Powell secured 
agreement during a one-day trip to the mainland for 
new dialogue with China on human rights, but ran 
into problems over Taiwan. Beijing removed human 
rights from the U.S.-China agenda in March after 
Washington introduced a resolution critical of Bei- 
jing before the United Nations Commission on 
Human Rights. A Chinese Foreign Ministry spokes- 
woman told reporters that the timing of a visit by an 
American envoy to discuss the issue would be 
decided after Powell's return to Washington. On 
Taiwan, Powell reaffirmed the U.S. view that China 
should welcome a 
recent offer by Presi- 
dent Chen Shui-bian to 
reopen political discus- 
sions, but Beijing 
rejected Powell's appeal. 
Taiwans Foreign Minis- 
ter Mark Chen later 
expressed regret over 
comments by Powell in 
a TV interview that 
Taiwan was not inde- 
ə pendent and should 
> unify with China. 


POWELL MEETS HU: Human rights 
is back on the agenda 





ECONOMIC GROWTH SLOWS A LITTLE 

China reported a slight slowing in economic growth, at 9.1% year-on-year for 
the third quarter of 2004 against 9.8% in the first quarter and 9.6% in the 
second. Although Chinese official data is considered unreliable, other 
indicators also point to a gradual cooling. Growth in new bank loans has 
fallen to pre-2002 levels, and investment in steel mills and cement plants 
has also fallen sharply. Inflation, which in September stood at 5.2% after 
9.3% in July and August, also appears to be stabilizing. Beijing's efforts to 
cool its economy have involved a series of executive measures, raising 
concern among economists that these might lead to future problems 
through market distortions. China has been attempting, for example, to 
control how much banks lend and to whom through fiat. Property 
development has similarly been approved on a month-to-month basis. 








REFUGEES 


China asked foreign 
embassies to stop 
helping refugees from 
North Korea to gain 
asylum at diplomatic and 
other foreign premises in 
Beijing. A Foreign 
Ministry spokeswoman 
complained that the 
North Koreans are illegal 
migrants led by activists 
with "ulterior motives." 
Thousands of North 
Koreans have been 
allowed to go to South 
Korea after seeking 
asylum in embassies and 
other foreign offices in 
China over the past 
three years. China 
refuses to recognize 
them as refugees. 


ASIAN TRADE ZONE 


China and the Associa- 
tion of Southeast Asian 
Nations agreed to elimi- 
nate tariffs on merchan- 
dise trade as a step 
toward creating an Asian 
free-trade zone. The 
process of lowering tariff 
barriers will take place 
over five years. However, 
details have not been 
made public, suggesting 
difficulties in securing 
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THREE PEOPLE, includin; 
TV cameraman, were 
killed as typhoon Nock-t 
rolled across northern 
Taiwan. All three were 
swept away in flash 
floods. The typhoon halt 
flights on the busy Taipe 
Hong Kong route and 
caused losses of around 
$5 million to the agricul- 
ture, poultry and fishing 
industries. Financial 
markets closed during 
the storm. 


accord on trade in more 
contentious areas, such 
as services and foreign 
investment. (See a/so 
article on page 32.) 


POPULATION 


China's population, 
already the world's 
largest, is expected to 
peak at 1.5 billion in 
about 30 years, the 
country's head of popula- 
tion planning was quoted 
as saying. Zhang Weiqing 
said that China's popula- 
tion will reach 1.46 billion 
in the mid-2030s, 
according to the Shang- 
hai Daily. China's one- 
child policy came into 
effect about 30 years 
ago. Eleven percent of 
the population is now 
aged 60 or over. 





HONG KONG 


Beijing rejected a pro- 
posal by Hong Kong's 
political opposition to hold 
a referendum on direct 
elections. An official with 
the mainland's liaison 
office in Hong Kong was 
quoted by the official 
Xinhua news agency as 
saying China agreed with 
comments by Donald 
Tsang, Hong Kong's No. 2 
official, that it goes 
against procedures set by 
Hong Kong's mini-consti- 
tution, the Basic Law. 


MINING TRAGEDY 


Poor safety standards in 
China's mining industry 
were brought into focus 
after at least 122 people 
were killed by a gas 
explosion at a coal mine 
in the central province of 
Henan. The disaster was 
the worst to hit China's 
coal industry since 2000, 
but was by no means 
isolated. Within a day of 
the explosion, 29 miners 
went missing in a flood in 
Hebei province, and in 
Chongaing 12 were killed 
in an explosion. Some 
4,153 Chinese citizens 
died in mining accidents 
in the first nine months of 





MINING DEATHS: A father 
faces the news 


2004. The number killed 
in the Henan accident 
was still rising as the 
Review went to press. 


SOCCER HOOLIGANS 


The government said it 
was drafting new legisla- 
tion for dealing with 
soccer hooliganism. 
Individuals who invade 
the pitch, throw fire- 
works, display insulting 
banners or cause other 
disruptions would be 
detained for up to five 
days, fined and banned 





HOOLIGANS: Rules for rowdiness 


from stadiums, the 
official Xinhua news 
agency said. Chinese 
soccer matches have 
been marred by violence 
from fans, much of it 
directed at league 
officials and referees. 
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SMUGGLING 


Customs officials said 
smuggling was costing 
China’s treasury billions 
of dollars each year in 
lost revenue despite 
efforts to crack down on 
the problem. Sheng 
Guanzu, the deputy 
customs minister, told a 
news conference that 
more than 90,000 
smuggling cases had 
been prosecuted over the 
past five years, but that 
losses were still substan- 


3 tial. Beijing launched a 


sweeping anti-smuggling 
drive in the late 1990s. 


BUSINESS DIGEST 





TAIWAN UNVEILS NEW FINANCIAL GOALS 

President Chen Shui-bian unveiled targets for the second phase 
of Taiwan's financial changes. Chen said the government was 
seeking to lift the market share of three local financial institutions 
to 10% each by the end of 2005. He also said the number of gov- 
ernment-controlled financial institutions would be cut to six, with 
the number of financial holding companies on the island halved 
before the end of 2006 to seven. In addition Taipei is hoping that 
at least one local financial institution will be managed by a foreign 
institution, or listed overseas. The first stage of Taiwan's financial 
changes was launched after the Democratic Progressive Party came 
to power in 2000, and is considered to have mostly been a success. 


LONDON BOURSE OPENS CHINA OFFICE 
London Stock Exchange plc opened an office in Hong Kong aimed 
at touting London as the place for mainland Chinese companies 
to list shares. Currently, only five Chinese firms are listed on 
London's main index with a total market capitalization of $10.6 
billion. One mainland company is listed on AIM, London's stock 
exchange for smaller, emerging companies. The New York Stock 
Exchange Inc. already has an office in Hong Kong, and 16 Chinese 
companies are listed in the United States. The London exchange's 
Hong Kong office will also face competition from counterparts in 
Asia, including the Stock Exchange of Hong Kong Ltd., a subsidiary 
of Hong Kong Exchanges and Clearing Ltd., and the Tokyo Stock 
Exchange Inc., which was due to host the listing this week of Chi- 
nese financial news agency Xinhua Finance Ltd. 


PROFITS FALL AT SHANGHAI! AUTO 

Car maker Shanghai Automotive Co. reported a 23% fall in net profit 
for the third quarter of 2004 to $45.3 million amid increasing 
competition, slowing sales in the car industry, and rising raw- 
material costs. Core revenue dropped 15% compared to a year 
earlier. Much of Shanghai Automotive's profits stem from a joint ven- 
ture with General Motors Corp., which makes Buick cars in China. 
GM said recently that income from its affiliates in China, mainly 
the joint venture with Shanghai Automotive Industries Corp., fell 
to $80 million in the third quarter from $142 million a year earlier. 
Year-to-year sales in China's car making industry have fallen recently 
after two years of growth in excess of 50%. 


SLIMMING PROSPECTS FOR CHIPS 

Taiwan Semiconductor Manufacturing Co., the world's largest con- 
tract chip maker, reported an 84% jump in quarterly net profit to 
$829 million from $450 million in the same quarter last year. The 
company attributed the rise to increased shipments of chips for 
mobile-phone cameras, notebook computers and other devices. 
Although the results beat analysts' expectations for a net profit of 
$777 million, profit growth was the slowest for five quarters and the 
company said sales in the fourth quarter of 2004 were likely to slow 
further. Earnings reports in October from Intel and Samsung Elec- 
tronics, the world's two biggest chip makers, also point to a slowing 
in the semiconductor industry. 
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Softening at the Edges 


China’s rapidly growing economic clout and world status is changing its relationships with 
formerly wary neighbours from Vietnam and India to Russia and Mongolia 


ABOUT FACE. In June last year, Chinese 
President Hu Jintao visited Ulan Bator 
and offered the Mongolian government a 
$300 million aid package. That amount 
was substantially more than Mongolia’s 
entire foreign-exchange reserves, which 
in late 2002 were put by its Central Bank 
at $226 million. Six months later, in 
December, Mongolia paid off a long- 
standing $250 million debt to Moscow. 
the remains of Soviet-era credits and a 


By David Murphy/ULAN BATOR AND BEIJING 


reminder of a time when the country was 
a Soviet colony. The two events are appar- 
ently unconnected and Mongolia has not 
yet decided to accept the Chinese offer. 
But for a country that depended almost 
entirely on Russia until the early 1990s 
the symbolism was clear. "It was as if we 
had decided to close the account with 
Russia and open it with China," says a 
Mongolian banker. 

Mongolia is not alone. Like most of the 


I4 countries along China's 22,000-kilo- 
metre land border, it is rapidly reorienting 
towards the regions new superpower. Bei- 
jing’s neighbours are also adapting to a 
new reality, namely China's deepening 
influence beyond its borders and growing 
prestige in faraway capitals like Wash- 
ington, Berlin and Canberra. 

The result of this growing economic 
engagement is an expansion of Chinese 
soft power—a nation's ability to get what 











MARKET FORCES: Booming 
trade with China is changing 
relationships around Asia 
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it wants by attracting and persuading oth- 
ers to adopt its goals, instead of through 
blunt economic and military suasion. Bei- 
jing’s main goals are economic growth 
and job creation. Exporting goods and 
winning construction projects in neigh- 
bouring countries helps. So too does 
securing access to key resources such as 
oil, gas and iron ore that neighbours Rus- 
sia, Kazakhstan and Mongolia have in 
abundance. For China there are also 
strategic benefits, including the reining- 
in of Central Asia based Uyghur sepa- 
ratists and the curtailing of links between 
Tibetans and their exiled government in 
India’s Dharamsala. 

The emphasis on soft power suits 
China's overall aim of providing “a 
secure environment on the margins of 
China so it can secure its economic 
development,” says Nan Li, a senior fel- 
low at the Institute of Defence and 
Strategic Studies, Nanyang University, 
Singapore. “You can't afford to have a lot 
of tension on borders if you want to 
develop economically. You need security 
and stability, that's the bottom line." 
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That stability, the groundwork for neighbours is also growing fast. In 
which was laid in a series of border agree- the first eight months of 2004, th 


ments during the 1990s, is paying off in 
booming trade relations. China's trade 
is anyway rising with just about every 
country in the world. Over the past three 
years, the volume of its international trade 
has grown at an average 28% annually, 
according to a report by Jonathan Ander- 
son, chief Asia economist at UBS Secu- 
rities in Hong Kong, and it is capturing 
an increasing share of inter-country trade 
around the world. 

Some of the most dramatic changes 
lie close to home. Take Mongolia. Until 
the late 1980s, the Mongolian economy 
was absolutely dominated by the Soviet 
Union and 9596 of Mongolian exports 
went north and west to Moscow and its 
East European satellites, according to the 
World Bank. Now China is Mongolia's 
largest investor and biggest trading part- 
ner. Measured by dollar value, almost 
60% of Mongolia's exports in the first half 
of this year went to China and 27% of 
its imports came from there. 

China's trade with most of its other 


value of goods exported to India was 
a full 7096 higher than a year earlier 
and imports doubled. Exports to 
Vietnam were up 2076 Kaza- 
khstan up 63%, while imports from 
the two countries rose 8096 and 639€ 
respectively, according to Chinese 
government data. With Russia 
is on track to reach a record $20 bil- 
lion this year and could quadruple to 
$80 billion by the end of the decade 
say Russian diplomats 

Trade bonds are paving the way tor 
ties of a more solid kind. Among projects 
that China is building or lobbying for are 
oil and gas pipelines from Russia and 
Kazakhstan, and rail links from Russia 
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Mongolia and Burma. There are also 
plans to make the Mekong navigable by 
large boats from Yunnan in southern 
China down through Laos to Thailand 
and for improving road and rail links 
between Yunnan and Guangxi provinces 
and Vietnam. Trade is driving this intra 


structure spending. Russia, Mongo- P> 
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lia and Kazakhstan have the oil, gas, iron 
ore, copper and other resources that 
China badly needs. Other nations, prin- 
cipally India and the countries of South- 
east Asia, already offer large markets for 
China-made goods. 

The turnaround is striking for a coun- 
try that throughout the Cold War and 
Soviet-Chinese split, as so often through 
its history, was surrounded by mostly hos- 
tile or suspicious neighbours. 


TIES THAT BIND: Growing trade is leading to shared interests in o 


Some of the debris from this period is 
still being cleared up. In mid-October, 
Russia and China finally ended their last 
border dispute, delineating the remain- 
ing contentious piece of their 2,300-kilo- 
metre common frontier, though the fine 
print of the deal has been kept secret. 

And, as might be expected, historic dis- 
trust lingers. On its southern flank, China 
still has unresolved land border issues with 


India and Vietnam, and maritime border 
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disputes with Vietnam, the Philippines 
and Japan among others. In addition, the 
region remains wary of the possibility of a 
Chinese attack on Taiwan. 


WARINESS WANING 

But Beijing has done much to ease con- 
cerns, chiefly by calming economic fears. 
When China joined the World Trade Orga- 
nization three years ago, worries abounded 
especially in Southeast Asia and India that 
cheap Chinese goods would flood markets 
and harm local producers. But today Bei- 
jing’s huge trade surpluses are with dis- 
tant markets in the United States and 
Europe and the apprehensions that 
greeted China’s economic rise are dissi- 
pating. “Now the mood has changed, 
there’s a sense among the neighbours that 
this is an opportunity for us and we can 
benefit from it,” says Stoyan Tenev, lead 
economist at the International Finance 
Corporation, the World Bank's private-sec- 
tor financing arm. 

While wariness of Beijing lingers in 
many of these countries, China is increas- 
ingly being seen as a business partner 
whose economic rise carries benefits. 
Then there is pragmatic reality. Faced with 
a new superpower on their doorsteps 
there is simply not much else that any 
of China's neighbours can do. 

In Mongolia, Russian is no longer the 
language of choice. After English, growing 
numbers are learning Chinese in schools 
in Ulan Bator, the capital. Last year a thou- 
sand Mongolian students came to China 
to learn Mandarin. They were joined by 

200 Nepalis, almost 13,000 Japanese and 
over 35,000 Koreans, according to China's 
Ministry of Education. Even Indonesia, 
which until the late 1990s imposed legal 
restrictions on the use of Chinese, sent 
2,500 students in 2003. 

For these countries, the challenge is 
how to gain from China's rapid rise even 
as their own markets are challenged by its 
manufacturing might. Mongolia faces a 
potential catastrophe at the end of this year 
when the Multifibre Arrangement that, 
among other things, caps China's textile 
exports to the U.S. and European Union 
comes to an end. “If the quota really ends 
we will immediately move back to China," 
says Gao Jixuan, from China's northern 
port of Tianjin, who runs the Tianpeng 
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kilometres north of Ulan Bator. His com- 
ments mirror those of other foreign 
investors in Mongolia’s key textile sector 
and illustrate the dangers of dependency. 

Having seen its economy collapse in 
the wake of the Soviet Union's break up, 
Mongolia is well aware of the perils of 
depending on one market and today 
strives for diversity. “This is the heart of 
[our] policy,” says Prime Minister Tsakhil- 
ganiin Elbegdorj, “not to be too depend- 
ent on one country.” 

Still Mongolia has little choice and 
with its open economy it is more likely 
to vin than lose from Chinese growth, 
at least if the example of the Association 
of Southeast Asian Nations is anything 
to go by. China's total imports have 
grown 10-fold to an expected $550 billion 
this year from $51 billion in 1990, 
according to the IFC's Tenev. And since 
Beijing joined the WTO three years ago, 
Asear!s exports to China have increased 
51.796, more than any other major trad- 
ing partner of China's, he points out. 

Beijing also has political interests in 
extending influence in bordering coun- 
tries. China is successfully leaning on 
neighbouring governments to suppress 
Uyghurs and Tibetans. It has forced Nepal 
to return fleeing Tibetans en route to 
India and the governments of Kirgyzstan 
and Kazakhstan to crack down on Uyghur 
activists. In March, China executed two 
Uyghurs for the murder of a Bishkek- 
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based Chinese diplomat. The two had 
been handed over by Kirgyz authorities in 
July 2002, shortly after the incident. 
Not that Beijing’s influence expands 
uncontested, The U.S. is building close 
ties with a number of countries in the 
region, including China’s erstwhile rival, 
India. As part of its war on terrorism, 
Washington has also rejuvenated ties with 
Pakistan and occupies a large air base in 
Uzbekistan near the Afghan border. 


new government has a plan to make Eng- 
lish the second official language. And 
for Washington, an independent, demo- 
cratic Mongolia occupies a strategic posi- 
tion between Beijing and Moscow. 

The U.S. military helps train and 
equip Mongolia’s army, which has sent 
a contingent to Iraq, and the country 
receives high-level attention from U.S. 
defence officials. In January Gen. Richard 
Myers, chairman of the U.S. joint chiefs 


"China is becoming one of the superpowers, and 
I hope it will be a responsible superpower” 


MONGOLIAN PRIME MINISTER TSAKHILGANIIN ELBEGDOR] 


Still, Beijing is promoting organiza- 
tions like the Shanghai Cooperation Orga- 
nization—a regional security alliance 
involving China, Russia and the Central 
Asian States of Kazakhstan, Kirgyzstan, 
Tajikistan and Uzbekistan—to contest U.S. 
influence. “By holding military exercises 
with Pakistan [in Xinjiang in August] and 
building up the SCO, China can carry out 
a sort of low-intensity mitigation of U.S. 
influence," says Nanyang University's Li. 

In Ulan Bator, where statues of Lenin 
and Marshal Zhukov still stand in public, 
the Chinese presence is relatively low-key. 
Signs of American influence are more 
prominent, from Mormon churches to 
consumer goods, and there is a clear 
Western tilt to democratic Mongolia. The 
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A TIME OF LEARNING: 35,000 Koreans were studying in China in 2003 






of staff, visited Mongolia. He was followed 
in February by Deputy Secretary of State 
Richard Armitage and in July by Adm. 
Thomas Fargo, commander-in-chief of the 
U.S. Pacific Command. 

At a news conference in Beijing in 
January, Armitage praised Mongolia for 
actively pursuing strong security ties with 
the U.S. and contributing to the Ameri- 
can-led anti-terrorism coalitions in Iraq 
and Afghanistan. "Mongolia has punched 
above its weight in both Afghanistan and 
Iraq," he told reporters. 

Still, there are dozens of Chinese 
restaurants, thousands of Chinese work- 
ing on building sites and a steady flow 
of goods reaching the capital via road and 
rail from China, now Mongolia's main 
line to the outside world. And Beijing is 
not shy of reminding Ulan Bator of its 
growing dependence. In November 2002, 
when the Dalai Lama visited Mongolia, 
China suspended rail services between 
the two countries for two days, a none-too- 
subtle reminder of Beijing's ability to con- 
trol Mongolia's chief trade route. 

That's partly why Mongolia has not yet 
accepted Hu's offer of aid. “Mongolians 
are concerned that after that [paying the 
Russian debt] we could also become a 
debtor to other countries, to China," says 
Elbegdorj. Then, separately, he illustrates 
the reality that China's smaller neigh- 
bours are facing. "China is becoming one 
of the superpowers and I hope it will be 
a responsible superpower, and also that 
Mongolia can take advantage of its fast 
economic growth." & 

Nancy Zhang in Beijing contributed to 

this article 
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WE'VE BEEN HEARING FOR YEARS about 
the so-called smart home—where every- 
thing in your house, office or apartment 
is controlled via a keypad, your computer, 
cellphone or your voice. But so far most 
of us are still turning on the lights by hand, 
and trying to figure out the buttons on the 
thermostat and why it’s either freezing or 
tropical, never anything in between. And 
wasn't our refrigerator supposed to be 
ordering all our groceries by now? 

You'd be forgiven for being somewhat 
sceptical about promises that, thanks to 
technology, your home life is about to get a 
lot easier. The reality, however, is that your 
house is already a lot smarter than it used 
to be. And it could get smarter still. 

Many homes now, for example, have 
several computers connected together to 
access the Internet, either using cable or 
wireless Wi-Fi technology. From there it’s 
a small step to hooking other things up 
to the network, from the stereo—so you 
can listen to your MP3 music collection in 
the living room, too—to the TV—so you 
can view on the TV family snaps you've 


Humble home dwellers, meanwhile, are 
getting a taste of a super-smart lifestyle. 

Merritt is working on a half-built house 
that will combine entertainment, security, 
lighting and heating—the key pillars of any 
self-respecting smart home. He stands in 
what will be the living room and describes 
the plan: Each room will have a desktop 
PC and a TV, all connected to a central 
computer, or server, that will stream music 
or movies on demand. One remote in the 
living room will control everything: Press 
the DVD button and the lights will dim, à 
large plasma screen will appear from 
the wall, and the soundtrack volume will 
gradually rise to a pre-set level. 

Eduardo Yudowski, whose Sydney- 
based HPM Technologies designs and 
builds many of the widgets that make all this 
possible, nods his head in approval. “It’s the 
sequence of events that people like,” he says. 
The bill for all this? Merritt is coy, but he 
says people might pay up to A$100,000 
($74,000) for a basic system. 

New gadgets, powered by ever-smarter 
chips, mean home automation isn't limited 
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Cheap, fast Internet has helped turn smart homes 
. . , 23 
from a vague idea into something people want 


ANDREW MERRITT, BLAKEMORE INTEGRATED AUTOMATED SYSTEMS, SYDNEY 


stored on your PC. Already, you have a net- 
worked home—the cornerstone to any 
smart home. It's a far cry from only a few 
years ago, when Internet access was via 
telephone line and hooking up one com- 
puter to another required a programmer 
and a soldering iron. Cheap, fast Internet 
has helped turn smart homes from a vague 
and esoteric idea into something that a 
lot of people want, believes Andrew Mer- 
ritt, whose Sydney-based company, Blake- 
more Integrated Automated Systems, 
installs the hardware that makes homes 
smarter. “It all came on the back of cheaper 
broadband,” he says. 

From Sydney's wealthy suburbs to 
South Korean tower blocks, automation 
is creeping into homes across the Asia- 
Pacific region. For companies that have to 
make sense of new technologies and com- 
peting standards it’s creating headaches, 
while others are spying opportunities. 


to computers. In another suburb of Sydney, 
Adam Merlino is advising customers at his 
Audio Connection shop that sells high-end 
audio-and-video systems. He's beaming 
with the recent sale of Go-inch (1.52-metre) 
plasma TV screens to a customer—one for 
each room of the five-member family. Such 
sales are usually part of a larger home- 
automation job, which can include a 
A$130,000 home cinema, complete with 
red velvet interiors, projector and popcorn 
machine. Everything except the popcorn is 
controlled by one hand-held remote. 

"People now make a decision between 
a boat, a holiday—or a home cinema," says 
Merlino. While the Internet was the Trojan 
horse that got the network inside the home, 
"entertainment is what will ultimately get 
people excited," says Claudio Checchia, 
Singapore-based analyst with researc} 
company IDC Asia/Pacific. 

For homes to get smarter, devel- P» 
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opers and subcontractors have had to get 
smarter, too. Back at the half-finished 
Sydney home, for example, cables of all 
sizes and colours seem to be coming out 
of every crack. 

Yudowski says it has added an extra 
layer to the building process: While his 
company makes and sells the widgets, it 
must also ensure contractors like Merritt 
install them correctly. Maintaining quality 
control isn't easy. "We've been at it five 
years now and we're getting better at it," 
Merritt says. 

In another Sydney house perched 
on a cliff top, Yudowski helps another 
contractor, Smart Touch Solutions' Gavin 
Sacks, solve some problems. The system 
automates everything from the lights in 
the swimming pool to underfloor heating 
for Lizzie the dog. “It’s a fine line between 
complexity, a headache and added value," 
says Yudowski. 

For Rob Cumming, vice-president 
of operations for Melbourne-based tech- 
solutions company Majitek, this is not a 
new problem, but it is a major one. "For 


HOME MOVIES: Some people are splurging on 


- 


the average home user, it's too compli- 
cated," he concedes. He should know. 
Majitek has designed its own smart home 
in the hills above Melbourne. The house 


is located in dense forest on the edge of 


a lake and boasts a system of controls that 
start at the front gate—a camera 
recognizes licence plates and opens auto- 
matically for registered cars—and 
include a rowing machine that's hooked 
up to the Internet. 

Some 2,000 appliances can be con- 
trolled from five touch-screen panels in 
the walls, or wirelessly via hand-held 
devices. It all looks seamless enough: You 
can walk around the house and open and 
close doors, turn on lights, music and 
TVs, all from your hand-held gadget. 


But it wasn't easy to coordinate machines 
from different manufacturers, all with 
their own standards and idiosyncrasies. 
In the first year, for example, all the lights 
went on at 2:30 a.m. "This house has 
pretty much humbled all the engineers 
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home cinemas, to the delight of Adam Merlino (bottom left) 


who have come down to work on it." The 
problem is manufacturers are failing to 
find ways to make the devices commu- 
nicate. "They're just busy inventing new 
ones," Cumming says. 

Majitek is pitching itself as the 
missing link in building automation— 
developing software that allows all these 
different systems to talk to one another. 
But others are hoping that there are 
ways to reduce the complexity so there's 
no need for such middlemen. Neil 
Gershenfeld, director of the Centre for 
Bits and Atoms at Massachusetts Institute 
of Technology (MIT) and one of the first 
to predict the rise of the smart home, 
has been working on what he calls Inter- 
net Zero, a way to build intelligence into 
home devices that isn't expensive and 
doesn't introduce any new standards. 

At a recent lecture he held up a device 
the size of a thumbnail, which he says cost 
about $1 to build, but which would be 
enough to connect more or less any device 
to the Internet. “Our experience has 
been that the killer app is . . . managing 


complexity rather than any one new 
service,” says Gershenfeld. 

Australia is not alone in pursuing the 
dream of a smart home. Korean manu- 
facturers have long toyed with smart 
appliances. LG’s HomeNet range, for 
example, includes a refrigerator, washing 
machine, microwave oven, air-conditioner 
and projector television, all connected to 
the Internet (see article on page 42). A 
Malaysian company, Inix Technologies, is 
offering its own home-automation product 
called Secure Smith, which will switch on 
and off lights, TVs or other appliances at 
set intervals or as commanded separately. 
In Japan, companies are building robots 
to help around the house. 

It's not just about security or luxury. 
Homes are being built that cater to the 
needs of elderly people—for example, 
sensors could alert a warden if there is no 
activity in the house for a day or two. 
Houses could save fuel costs by observing 
activity in a room and switching off 
appliances that were not being used, or 
close and open windows depending on 
the weather. Japanese electronics maker 
NEC Corp.'s PaPeRo robot can coordinate 
all these tasks. It even studies your facial 
expression to see, for example, whether 
you would prefer a double gin and a 
Jacuzzi before dinner. But beyond all that, 
there's hope that buildings are not just 
smarter at anticipating their occupants 
needs, but also do a better job of main- 
taining themselves. 

Carl Massens, for example, is working 
on something he and his colleagues at 
Sydney's University of Technology call the 
Nanohouse. The house will use the best 
that nanotechnology—technology that 
uses building blocks at the molecular 
level—has to offer to make it smarter, 


cleaner and more energy-efficient. While 
some of the ideas he puts forward— 
including smart dust that would be 
sprinkled into paint to monitor anything 
from temperature to gas leaks in a 
room—are some way off, others, such 
as glass that would clean itself in rain, are 
already available. 

Pulling these technologies together 
and showing how they might work may 
end up making a home not only smarter, 
but what Massens calls a “wise home." 

Then there are United States-based 
academics, such as Kent Larson, who 
believe a smart home should first gather 
data on its inhabitants before starting to 
open windows or change thermostats. 
"The smart home is brain dead," says 
Larson, director of Changing Places, a joint 
MIT Department of Architecture and 
Media Laboratory research consortium, 
whose PlaceLab project in Boston is an 
apartment containing hundreds of sensing 
components to monitor the inhabitant's 
activities, health and behaviour. His hope: 
A building that knows enough about the 
people living in it to make intelligent 
suggestions about altering settings from 
air temperature to diet. 

All this is some way off. In the end, 
those involved say, smart homes will take 
off if we let them. Yudowski sees it as 
inevitable, pointing to the fact that 20 
years ago we didn't know what a remote 
control was; now we wouldn't buy a TV 
without one. But that said, he admits it's 
still hard to get to the point where a smart 
home is really useful: “A smart home 
should do enough useful things to make 
it worth your while. It's hard to justify just 
for turning lights on and off, But when 
you put all these things together, there 
is real value." & 








Communication Style > 


e User-friendly Large, Tactile Buttons 

e Speedy Texting with T9 Input 

e SMS/EMS/MMS/Email e Bluetooth™, 
IrDA, USB Support and External Memory 
Stick Slot « PIM Sync 


4 Imaging Style 

e 1.3 Mega Pixels CCD * 64 MB User 
Memory * Digital Camera-like Design 
and Features ¢ Horizontal User Interface 
e Active Lens Shutter e 8x Digital Zoom 
e Rurst 4 Shoot Mode e Powerful Photo 








THE FEATURE-PACKED 


5/00! 


SWING IT 


Picture yourself at the cutting edge of 
connectivity. Picture yourself being 
entertained, wherever you are. Picture 
yourself with a device that seamlessly 
unravels itself to give you 3 different 
usage styles. Each perfectly equipped 
to suit all your mobile needs. The new 
S700i with 1.3 Mega Pixels camera. 
Get ready for a whole new spin. 





Browsing Style æ 


e Extra-large 2.3", 262K Colour TFT Screen 
e QVGA (240x320) Screen Display 

e 5-way Navigation Pad for Easy Access 
e One Touch to View Messages, Make and 
Answer Calis e 3D Java Games, MPI Media 
Player, FM Radio and more! e PlayNow 
Direct Music Download Service * Internet 
Browsing WAP 2.0 * File Manager 





WIRED-HOME WISH-LIST d > 


With an abode fitted with appliances that cook, 
clean, and control lights and temperature, all that’ s 


left a you to do is—you may have guessed it—fold 
the clothes, writes Alex Ortolani 























REMOTE CONCOOL: LG Electronics has a 
variety of home appliances that link to the 
Internet. Do you want to come home to an 
apartment that’s at exactly the right 
temperature? Use your cellphone to set the 
Internet air-conditioner. Price: $330. 


WHAT'S COOKING? 
The LG Internet- 
connected microwave 
oven can heat food 
according to 
instructions sent 
from your computer. 
Price: $450. 





FUNKY FRIDGE: 
It does exist. LG's 
Internet-connected 
refrigerator keeps 
an inventory of 
what's inside with 
expiration dates, 
downloads recipes 
from the Web and 
plays movies. 
Price: $8,000. 





WWWASH: LG's Internet. meme, 
connected iae machine : 
can be controlled remotely, but 
unfortunately it won't do the 
folding for you. Price: $1,800. 
Tempted? Find these 
appliances at www./ge.com. 


IGHT 1 = Want some mood lighting while you impress your date 
with the director' s cut of Star Wars? Rako Wireless Lighting is a system of 
dimmer-modules and control panels that communicates wirelessly with a 

click of the remote. Prices from $200 (www. mood-lighting.co.uk). 





Whether you live in a shoebox-sized flat in Hong Kong or a 
sprawling house in the Australian outback, all modern 
the Z-Wave Wireless Lighting and abodes have one thing in common: wires. No matter how 


Appliance Control allows you to remotely creative you are with sliding cables under rugs or stringing 
control all lighting and other electronics them over door frames, cords are a hassle. While most 


IN CONTROL: If your family is anxious, 

























in your home, even while you're away. people can't yet make their homes completely wireless, à 
It can also lock certain appliances, few upgrades can mean less wires. Here's how: 

like toasters or heaters, if you're worried Unless you're the proud owner of a new Mac G5, your 
about a rambunctious child. Starter kit computer is probably trailed by a bundle of tangled wires. 
from $130 (www.smarthome.com). You'll want to start by getting a wireless Internet 


connection, or Wi-Fi. The newer 802.11g standard can 
handle more computers on the network at faster speeds. 

Now to get rid of those printer cords. For about the 
price of a regular printer you can go wireless and print 
from various computers. The Hewlett-Packard DeskJet 450 
($249) can print straight from your digital camera. While 
you're at it, pick up a wireless mouse and keyboard. 
Logitech offers a basic wireless keyboard and mouse for 
$50, and a souped-up version for $250. 


HANDS FREE: For hands-free That's the easy part. It's in the realm of home 

calls and Bluetooth wireless entertainment that going wireless gets tricky. If you simply 
networking, try Motorola's want your stereo's sound to travel, you can pick up 

HF800 speakerphone. It can wireless speakers for less than $100. RCA's Wireless 


be used for one-on-one calls or 
as a speakerphone in 


conference calls. Handy for | 
when you're driving, in the To play MP3 music files from your computer, however, 


office, or at home folding the you'll need a wireless media adapter, such as the one 
clothes. Price: $120 offered by Linksys for about $129 (www./inksys.com). It 
(www.motorola.com). sits by your home stereo and connects to your computer 
through the network. (iPod owners should check out 
Apple's Airport Express with Airtunes for $129.) A wireless 
adapter can also connect your computer to the TV, allow- 
ing you to browse through your holiday snaps on the TV 
while listening to MP3s through the speakers. Be warned: 
some DVDs and photo software are not compatible. 

No self-respecting gadget-lover could claim a wire-free 
life without mobile sitcom-viewing. Sharp's wireless Aquos 
(about $1,260) TV allows you to move your LCD flat-screen 
within 15 metres of its hub. A cheaper option is to get a TV 


Speakers transmit stereo signal up to 46 metres for just 
$89 (www.rca.com). 





SMART ATTACK: How 





UPE e dee transmitter, like the Holdan Wireless A/N Sender Set 
might be able to tell you ($127), to beam your favourite movies from one TV to 

in the near future. It's embedded with optic another. By setting up a Wireless Audio/Video transmitter 
fibres to keep tabs on the wearer's vital you can watch TV, DVD, video, satellite and cable in any 
signs, such as heart rate and body tempera- room in the house. 

ture. The shirt then zaps the readings via Or, wait for Intel's wireless computing-and-entertainment 
Bluetooth technology to a PC. Manufacturer system, due in 2005. Fiona Kwok, Intel's customer desktop 
Sensatex (www.sensatex.com) has been marketing manager for the Asia-Pacific, says the system has 


working on the technology for years, though 


"d the configuration of a PC, but "is designed to increase 
it’s not yet available to consumers. 


entertainment." It looks like a DVD player and streams audio, 
video, and pictures to all the devices in your home. 

Now that you've spent all this money to cut down on 
wires, you'll need a wireless security system. The TTB 
Trading Home Security System will sound an alarm if 


NEATER THAN NEAT: A wireless 
vacuum is one thing. A vacuum that 
does the work for you, now that's a 





useful gadget. Electrolux's Trilobite anyone tries to break in, as well as call pre-programmed 

is a fully automatic vacuum cleaner. telephone numbers. When you're out of town, you can turn 

While perhaps not as methodical as the system on and off by mobile phone. Handy for when 
doing it yourself, it's certainly a fun way to keep the dog friends want to get inside your (almost) wire-free palace. 


entertained. Price: About $1,700 (www.electrolux.com). Alex Ortolani 


HOME AUTOMATION 


SUCK IT TE ME 


Hate housework? Here’s a gadget to relieve you of at least one chore: vacuum cleaning. 


Let the robot do the work (but it doesn’t do stairs) 


——— ces - wey 





>» ~ ^ m V zh - B c 
Ee | LMESGITEAT 8 FT | es o bw s 
c RS TL o a od EN pA SIS © 


LOW-MAINTENANCE PET: Roomba eats dust and doesn't need patting 


By Simon Burns/Tairri 


LIKE ANY FAMILY WITH A NEW PET, we looked proudly down 
at Zoombot. We patted its start button. The robotic vacuum 
cleaner shot forward enthusiastically and rushed under a sofa. 
Seconds later came the sound of the motor spinning franti- 
cally, followed by mournful beeping when Zoombot real- 
ized it was wedged in and couldn't get out. 

Robot vacuum cleaners might still sound like science fic- 
tion, but they've been on the market for several years, and 
despite occasional mishaps like Zoombot's, they really do 
clean the floor while you do other things, or even when you re 


sleeping or out at work. My partner and I tested three of 


the most popular models. 

They have some things in common. All are battery pow- 
ered. They all have some basic safety features. Infra-red 
sensors prevent them running off the top of stairs (which 
none of them can clean, by the way). Their motors switch 
off automatically if the vacuum is blocked, if the wheels 
stop turning (because the unit is stuck), or if the machine 
is lifted off the ground. All feature a large front bumper 
with a sensor inside it. This ensures the robovacs know 
when they have bumped into something and helps avoid 
damage to furniture. 

In the cheapest models, the bumper is also the primary 
means of navigation. For example, they can clean along the 
edge of a wall by bumping into it, backing up a little, turn- 
ing slightly, and moving forward until they hit the wall again. 
The pricier models also use infra-red beams and ultrasound 
radar to find their way around. 

For a lowly robovac (they're all under 12 centimetres high), 
the floor of a modern home is a real obstacle course. First 
hurdle: carpets. The Zoombot RV500, made by Applica (and 
sometimes sold under the Black and Decker brand), is the 
cheapest on the market, at around $90. Despite the manu- 
facturer's claims, the Zoombot really doesn't do carpets—its 
vacuum is puny and it lacks the rotating brushes that, in 
the other robots, beat the carpet and throw dust up for the 
vacuum to suck in. On smooth wood or tile floors, how- 
ever, Zoombot cleans as well as any other vacuum, robotic or 
manually operated. 

In the robovac race, Zoombot is a bit of a cheat really, since 


it depends on a disposable cloth to pick up larger bits of 


dirt. The cloth needs replacing once or twice a week— >> 


4 


Backspace 
4— 


Ins 


J laptops? It’s in there. 


MOBILE 
TECHNOLOGY 


You can't actually see Intel® Centrino" mobile technology. But you'll always know it's 


em. Its Sod qponee are designed to enable sleek, light, high performance wireless 
Me eel MÉR nli * Cu umra fraa ta an aniline where there's a 
















v 
v 


they're available very cheaply in supermarkets, under names 
like "electrostatic dusting cloths." 

The other two models we tried, iRobot's Roomba Dis- 
covery (about $250), and Electrolux's Trilobite 2.0 ($1,500- 
plus), both handled carpets with ease. The Trilobite, in par- 
ticular, sucked an embarrassing quantity of dust out of car- 
pets we had ignorantly classified as clean. Next on the robo- 
vac assault course: rugs. 

Roomba had trouble with small, light rugs and mats which 
were not fixed to the floor. It tended to lift up the rug's edge 
and push it along slowly (apparently under the illusion that it 
was making progress) until the rug folded over and piled 
up. Roomba would then maroon itself on top of the folded 
heap, beep pathetically and switch off. Zoombot had similar 
problems, and, as noted, couldn't really clean the rugs any- 
way. The simplest solution is to shake rugs out and put them 
on a chair before starting to clean. 

Roomba also didn't like tassels on the edge of rugs, 
or perhaps we should say it liked them too much, since it 
would try to ingest them, and would then grind to a halt 
when it discovered it had bitten off more than it could chew. 
Avoid this by folding the edge of the rug under itself before 
you start. 

The Roomba we tested came with two "virtual 
wall" units which project a beam of invisible infra- 
red light that Roomba won't cross. You can use 
them to keep it away from places that you don't 
want cleaned, and from problem areas like tas- 
selled rug edges and cables. Trilobite has mag- 
netic strips to demarcate off-limit areas. 

Rugs were no challenge for Trilo- 
bite. It didn't catch the edges, and 
if it ever did suck in one of the tas- 


SPACE-AGE MAID: Trilobite vacuums the best 


a different room. Trilobite even resumes cleaning automati- 
cally once it's recharged; Roomba needs to be restarted. 
Zoombot could only run for about 35 minutes before 
needing a recharge—roughly enough time to clean a room 
16 metres square. Trilobite managed about 50 minutes. 
Roomba ran for an impressive 100 minutes or 
more, and is also faster than the other two, 
covering more area. 
While Roomba's short-term endurance is 
excellent, we were concerned about 
its long-term reliability. Our Roomba 
initially suffered from a faulty sensor in 
its front wheel, which made it unusable. 
We made a temporary repair with some tape, 
and the problem eventually cleared up 
on its own. 


DUST BUSTERS: (top to x adii à; 
bottom) hooliog’e P Trilobite is definitely the Rolls-Royce 


Zoombot, iRobot's of robovacs. It cleans the best and needs 
Roomba and Electrolux's — the least attention. Among the few draw- 
Trilobite—the Rolls-Royce — backs were its small buttons and display, 


sels, it would simply turn off its 
vacuum and brush motors 
briefly and trundle smugly away. 


Trilobite did occasionally suffer 
of robovacs 


a hitch when its powerful suction 
would actually lift the rug upand X. — 
block the vacuum inlet, causing it to ma. 
shut off. However, Electrolux demon- 
strated to our satisfaction that this was a software prob- 
lem with the prototype we were testing, and would not 
affect products being sold. 

On to the next obstacle in the robovac race: cables, 
slippers, newspapers, money and similar small items. 
A single word of advice to new robovac owners: prepa- 
ration. If there's anything you wouldn't run a manual 
vacuum cleaner over, take it off the floor before robovac gets 
there and gobbles it up. Trilobite can handle loose objects 
better than the others, and unlike them, isn't troubled by 
cables, but it may still attempt to eat stray banknotes, screws, 
coins, and so on. 

The final hurdle for robovacs is endurance. Both Trilobite 
and Roomba drive back to their recharging station when their 
batteries are low; they might have trouble finding it if it's in 









which meant more-advanced functions 
(like a built-in timer) were a chore to 
use. We were baffled, too, by its lack of a 
remote control; even the cheap Zoombot 
has one. But since our interaction with 
ZA Trilobite was mostly limited to pushing 
f | the start button and leaving it to get on 
with its work, the unfriendly user inter- 
face is less of an issue than it might be 
on a more cantankerous product. 
Given the rare privilege of having three 
robovacs in the same room, we were tempted to 
set up a duel. Obviously, this would have been utterly unpro- 
fessional. So we jumped at the chance. Sad to say, they coex- 
isted peacefully, much as we assume they would with any 
other pet. Since the robovacs we tested all have to go back 
to their manufacturers, it looks like the only fighting will be 
us wrestling with tubes and cables on our boring old vac- 
uum cleaner. & 
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never did. In the end, they did take the laundry, but 

O rÍ ourse [| never saw it again. Well, I think I saw one sock 
3 flying down Pitt Street on the spring wind, but it 

might have been a koala. Lesson 3: Don't entrust 


e 
i t E your washing to an answering machine 
S as 1er Then there's the Sydney monorail. Great lit- 
tle thing, goes around in a small downtown cir- 
Whether it’s in a hotel, on a train or at the airport, cle, automated entry and exit, which means buy- 


automation doesn’t always go smoothly. Sometimes, for ıng a token from a cash machine that d ( cepts 


: $54 most Australian coins. Just make sure you re 
instance, it's safer to wash your own sochs he : | s 
ready, and you shove in the coins pretty fast, 


one after the other, or the machine will spit them 
out and make you start again. Humiliating to 
have to do that two or three times in front of a 
r long line of schoolchildren. 

Oh, and someone forgot to automate the air- 
circulation, because I couldn't see anything out 
of the carriage window when it rained. Just going 
around in a circle through the business district 
at first-floor level, staring at steamed-up windows, 
identifying fellow passengers odours and having 
no idea whether I'd gone past my stop, or, indeed, 
whether I'd gone round the full loop several times. 
It was quite relaxing, once I'd got used to the soggy- 
clothes smell. Lesson 4: Don't entrust your wash- 
ing to an answering machine. 

Lastly there was the Telstra Wi-Fi service 
at the Sydney airport. Logging in is 
easy enough using your credit 





























AUTOMATING THINGS that make our ah 
lives easier is a good thing, but you as 
can't help noticing the rough edges. v 
On a recent trip to Australia, | 
for example, I booked my hotel 
through an on-line service called 
Wot If (www.wotif.com.au) which 
allows you to find cheap hotel 
rooms. Tip: The closer to the 
actual take-up date you book them, 
the cheaper they are. | decided to 
splurge on a King Spa Suite at a hotel in central 
Sydney, since it was cheaper than more or 
less anything else I could find, and itoffered — ^7? 
not only a spacious well-appointed, front- 
facing room with a king-sized bed and en suite bath- 
room featuring a large walk-in shower and separate 
spa bath. I know I don't get out enough, but I really 
wanted to try out the spa bath. (It turned out it really 
was a spa bath, with all the gurgling electronics—a 
sure sign of automation working well; 1 could never 
have managed to swish up the water that well 
myself—but I was lucky to fit in. Definitely not for 
a honeymooning couple). Sadly, my hopes to enjoy 
all this with the 375-millilitre bottle of wine on 
arrival, as promised on the Web site, were dashed 


card, but if vou have to close 
your laptop to move to 
another part of the air- 
port, forget about re-log- 
ging on. Moreover, 

when my connection 

was terminated for 

some technical reason 
that remains unclear 
(probably socks in the Wi-fi 


by the nonappearance of the wine. Lesson 1: Dont router), I found | couldn't log on 
believe everything the on-line booking Web site tells you. z again despite having at least half an hour left of 
Then there was the hotel door. Slide a flat plastic credit- a my session. No e-mail address, no obvious tele- 
card-sized key into the slot and that's it: You're in. Except, quite - phone number to call, so I started looking around 
often, you're not. I would slide it in, the red LED would change - for some Telstra staff in the terminal. 
to green, and nothing would happen. I'd try the handle again, jig- i [n the end, I found a number to call and then 
gle it a bit, curse it: nothing. I'd remove the key and do it again. E. spent the next few days playing phone tag with a 
Nothing. I counted the average amount of times I had to do very helpful guy called Rob who did his best to 
this per entry: Six times. Not once did it work properly, even when refund my money, which of course was far, far less 
I came back from a slightly lengthy evening out with my mildly than either of us spent on phone calls resolving tht 
famous friend Michael. Lesson 2: If hotels can't get automated matter. Somewhere out there Rob is still trying 
- door locking right, what chance do we have? to reach me, to arrange my refund. Final lesson 
Then I had to call the laundry to pick up my clothes and Be careful what you wish for with automation 
turn them into something I could wear without shame. But there you may end up spending a lot more than what you 
was never any answer. Eventually, an answering machine would were hoping to save. & 


kick in savino somebodv would phone back. but of course they More at loosewireblog.com 


AVIATION 


Asia’s New ae 


Asian airlines persuaded Airbus te builg the world’s sea passenger jet. 
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A 747 ON STEROIDS. It’s the Airbus 
A380, which from spring ae will be fly- 
ing on trunk routes to and from Asia. First 
in the world to operate the new Queen of 
the Skies will be Singapore Airlines. And 
if it wasnt for the Asia-Pacific region's 
airlines, this new giant wouldn't exist. 

It’s a sign that Asian airlines have 
come of age. They've grown beyond hav- 
ing to stand in line behind American and 
European airlines when looking to buy 
new fleets. Despite setbacks, the region's 
economies have expanded tremendously 
overall, with their airlines enjoying simi- 
larly high growth rates. Now, the region's 
airlines hold the fate of United States giant 
manufacturer Boeing and Europe's Airbus 
in their hands. 

The Asian carriers have been voting 
with their wallets. Since the project's 
launch in 2000, the A380 has garnered 
139 orders from 13 customers—88 of 
them, or 6396, from eight airlines in the 
Asia-Pacific and Middle East regions. It's 
a product of the maturity of Asia's avia- 
tion market, developed from consulta- 
tions with more than 20 major airlines— 
ro of them based in the Asia-Pacific 
region but all operating to and from the 
region—as well as discussions with more 
than 60 airports that can expect to be 
visited by this new giant. 

Giant is the appropriate word. The 
A380 is about the same length as today's 
747-400, but wider, taller and far more 
capacious. The Asia-Pacific airlines were 
instrumental in persuading Airbus to 
come up with an aircraft that had more 
capacity and more range, especially suited 
to serve congested airports constrained by 
crowded tarmacs, limited numbers of 
parking gates and few new "slots" —air- 
traffic-control time windows for aircraft to 
arrive or depart. Another important factor 
was that the new machine must comply 
with ever-tougher noise limits being 
imposed to placate local populations, par- 
ticularly in Europe where connecting 
flights with Asia tend to arrive early in the 
morning and depart late at night. 

Australia's Qantas Airways is a case in 
point. It intends to concentrate more on 
Asia, for which it operates two-engined 
Airbus A330s, but it also has ultra-long- 
haul routes to Europe and across the 
Pacific, for which it uses 747s and needs 
a bigger people-mover. Says a Qantas 


ASIAN AIRLINES 
FLY HIGH 


* Aircraft maker Airbus 
needed a jet to compete 
with Boeing’s 747 


e Surging Asian airlines 
were key to persuading 
Airbus to make the A380 


* The huge A380 should 
help ease overcrowding 
at key airports by moving 
more passengers with 
fewer flights 





spokesman: "The A380 is a very impor- 
tant part of our future strategy. Its size will 
allow us to carry more passengers to and 
from slot-constrained airports such as 
London's Heathrow and Los Angeles." 
A similar view comes from Singapore 
Airlines, where spokesman Stephen 
Forshaw says, "We've just ordered the 


ASIAN CARRIERS HAVE BEEN VOTING WITH V, 
GH-STAKES 
BATTLE BETWEEN AIRBUS AND BOE ING ue 


THEIR WALLETS IN THE HIG 


Boeing 777-300 as well as the A3850— 
we see the latter taking over the 747 
market and filling our capacity needs . . 
We need both long range and high 
capacity." He says that curfews make it 
difficult to add flights serving airports like 
Heathrow, Tokyo's Narita and Sydney. 
It's not hard to see why Asian carri- 


ers are wielding more influence. Of 


course, the terrorist attacks in the U.S. 
on September 11, 2001, and the outbreak 
of Severe Acute Respiratory Syndrome 
in Asia last year produced sharp falls in air- 
line traffic. But figures from the Interna- 
tional Air Transport Association, a group- 
ing of most of the world's international car- 
riers, show that in the first eight months 
of this year passenger and freight traffic 
were sharply higher compared with 2000 
in the Asia-Pacific region. They were even 
more so in the Middle East. Increases in 


the developed economies of North Amer- 
ica and Europe were much less. 

[n terms of available-seat-kilometres 
(i.e., the number of seats offered multi- 
plied by kilometres flown)—the 
try-standard measure of passenger capac- 
ity—August 2004 — | 16.8 
over August 2000. Despite 
rate as measured in reven 
kilometres (fare-paying passengers mul- 
tiplied by kilometres flown) rose by 11.1% 
compared with August 2000. 
sign for airlines that usage is growing so 
quickly in the face of expanding capacity. 
The Middle East airlines recorded even 
stronger increases, with à 4 
in available-seat-kilometres 
in usage. Increases in freight capacity and 
usage for Asia-Pacific and the Middle East 
were similarly healthy. 

For many of the airlines taking part in 
the Airbus consultations, it has been clear 
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s% increase 
and 46.5% 


for some time that a change was needed. 
Now, Asian carriers have been able to have 
a a major hand in a “clean-sheet” design, 

1 $10.7-billion project that owes no 
alle 'giance to illustrious forebears. And 
while Boeing has made various attempts 
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atives, 





to come up with further 747 deris 
called the 747 Advanced (see article on page 
52), so far none has made it beyond the 
planning stage. 

Boeing spokesman Mark Hooper says 
the 747 Advanced is aimed at what Boeing 
sees as a gap in the market between the 


existing 747-400 and the A350: about 450 
seats and very long range. Boeing, he says, 
is talking to airlines about “what are their 
interests at this point for something less 
than the A380." The new 747, he says, is 
still being defined. ' "We remain convinced 
that the market for an aeroplane carry: 
ing 500 or more passengers is limited, and 
certainly not sufficiently large to warrant 
an all-new aeroplane. 

Says Richard Carcaillet, Airbus direc 
tor of product marketing for the A350 
“Asia is the area where there are the most 
trunk routes, both for passengers and PP 





SPACE TO LOUNGE: 
The A380 will 
have room for 

unusual amenities 
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freight. We had a lot of advice and inputs 
from airlines in Asia, particularly regard- 
ing noise limits, because of the tough 
demands of certain airports in Europe." 

Air-traffic constraints at airports were 
also a major consideration in demand for 
a bigger aircraft. More seats mean fewer 
flights are needed to carry a given number 
of people or tonnage of cargo. Except for 
Japan, the picture in Asia is less crowded 
than elsewhere because of new airports 
built at least partly with the A380, or an 
equivalent, in mind. 

Says Barry Grindrod, editor-in-chief of 
Kong Kong-based aviation-industry mag- 
azine Orient Aviation: "Right from the 
word go [with the A380 project] it was 
accepted that Asia would be the market 
where there would be growth . . . Airline 
focus groups discussed capacity con- 
straints. But Asia's new airports are sized 
for the A380—Changi in Singapore, Hong 
Kong's Chek Lap Kok, Kuala Lumpur in 
Malaysia, Inchon in South Korea and 
Bangkok's new airport to come soon." 

There was a joint project between Air- 
bus and Boeing in the early 1990s to see 
if they could come up with what was 
termed a Very Large Aircraft. In the mid- 
1990s Boeing pulled out. Airbus decided 
to press on, and the result is the A380, 
which is now in production and expected 
to make its maiden flight in spring 2005. 
Its design includes much new technology, 


particularly lighter materials and smarter 
systems to save weight. 

The A380 is a symbol of the huge and 
growing stakes in the years-long battle 
between the world's two major aircraft 
manufacturers. Airbus believes there's a 
market for 1,535 aircraft with more than 
400 seats over the next 20 years, worth a 
total of $339 billion. It sees the all-new, 
550-seat A380 as the ideal trunk-route peo- 
ple-mover and cargo-shifter. Boeing says 
the market can only take 790 such aircraft, 
including the 747 Advanced. They can't 
both be right. 

Airbus's Carcaillet says “the A380 is a 
step change, not a revolution” in terms of 
its capacity, which is about 3596 greater than 
that of the 747-400. So far as range is con- 
cerned, at 8,000 nautical miles (14,816 
kilometres), he says “the A380 is again a 
step change, where the 747-400 was reach- 
ing its limits in winter headwinds." 

Singapore Airlines has ordered ro 
A380s, Korean Air five, Malaysia Airlines 
six, Thai Airways International six and 
Qantas 12. In the Middle East, Emirates 
has ordered an amazing 43, Etihad (also 
in the United Arab Emirates) four and 
Qatar Airways two. At $230 million-$250 
million per aircraft, that's a serious com- 
mitment and expression of confidence. 

How much change can airlines 
absorb? Airline history is littered with 
boom-and-bust cycles, with airlines order- 
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ing too much capacity and then, after a lag 
time for production, launching new planes 
into a falling passenger market. The 747 
is a classic example, arriving in service 
in March 1970 but offering so much 
capacity over its predecessors, the Boe- 
ing 707 and the Douglas DC-8, that half- 
empty flights almost brought down sev- 
eral airlines and even (through lack of 
orders) Boeing itself. The first 747s had 
about 375 seats, 150% more than existing 
aeroplanes of the day. 

Another major factor is that today’s 
7475 are derivatives of something origi- 
nally aimed at U.S. carriers for trans- 
atlantic use. By the time the larger, longer- 
range 747-400 came along in the 1980s, 
Asia's carriers were spreading their wings 
across the Pacific and to Europe. But again, 
while the 747-400 met the needs of many 
U.S. airlines, it often fell short of what 
Asian carriers required. 

Not that airlines are forsaking the 
747—far from it. After almost 35 years of 
service in its various incarnations, there’s 
still life in the old lady. But demand for 
new 747-4008, the only version still being 
made, is tailing off. To date, there have 
been 1,385 orders of all 747 models, with 
624, or 4596, going to airlines in the Asia- . 
Pacific. Now there is a backlog of only 36 
aircraft to be delivered through 2010. 
Orders for this year to October 5 totalled 
10, including nine to Asian airlines. >> 
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_ for airlines to go. But it is 
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interest in a souped-up and 
. Slightly larger 747, using some of 
.. the 7E7’s superior technology as 
.. well as its engines, as a way of 
1 at minimum cost. So far, airline 


‘muted: 52 orders for the 7E7 
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Deliveries to the end of September 
totalled r1—seven to Asian carriers. All of 
these orders and deliveries were for the 
freighter version. 

The 747’s role is to a large extent being 
taken over by its slightly smaller sister, the 
two-engined 777, as liberalization opens 
up new opportunities for bypassing hub 
airports and the market splits into trunk 
routes and point-to-point services. This 
is particularly true in the U.S. and Europe, 
where point-to-point services across the 
Atlantic involve progressively fewer 747s 
and more smaller airliners from both Boe- 
ing and Airbus. But Asia-Pacific carriers 
still need both big and small aircraft. 


s 
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prospects are vastly different. 
- Boeing sees the market as requiring declining numbers of 

= new aircraft of the 747’s size or larger, and predicts that “market 
= fragmentation,” or long, thin routes bypassing giant hub 
interchanges, will be the order of the day. It is thus pushing its 
planned 7E7, a medium-sized, long-range hi-tech jetliner with 


around 250 seats, as the way 


hedging its bet to some extent. 
It is looking for expressions of 


recycling a decades-old design 
st in the 7E7 has been 
(50 of them from Japan's All 


Nippon Airways, two from Air 
New Zealand). There are no 


orders yet for the 747 Advanced. 

Airbus claims that the market has rejected six different 
versions of the 747 Advanced. Boeing won't comment on that 
claim, but it continues to canvass the market. Its latest presenta- 
tion to potential customers of the new 747 was in Hong Kong on 
October 21. Boeing spokesman Mark Hooper says that, in addi- 
tion to the 7E7's engines and new technology, *we are also 
looking at flight-deck enhancements, e-enabling and new interior 
concepts like sky suites"—using the now empty space about the 
747 cabin's ceiling for bedrooms or other private rooms. 

Airbus sees big growth in the demand for large aircraft to 


The A380's stated edge in operating 
costs is, of course, hotly debated by the 
companies. Airbus is adamant that its 
direct operating costs will be 2096 less per 
tonne of freight carried or 15% less per seat 
than the 747. Boeing says these figures are 
wildly optimistic, and claims that the A380 
is hugely over its intended weight, cutting 
into range and the 150-tonne payload 
claimed by its freighter version (against 
116 tonnes for the 747-400 freighter). Air- 
bus adamantly disputes this. 

The proof will of course be in the 
actual performance. History says that new 
products generate their own marketing 
dynamic fairly quickly. For instance, the 


_AN AIR WAR BETWEEN TWO GIANTS 


Every time either United States aircraft maker Boeing or Europe's 
Airbus announce a new airliner project, the other embarks on a 
public-relations campaign to belittle the plan. But apart from 
-muddying tactics, the companies’ views of the market's 


introduction of the 747 across the Atlantic 
in March 1970 by two U.S. airlines was fol- 
lowed within 15 months by four other 
major airlines doing the same. 

In the Asian region, there are still 
more potential A380 buyers. Philippines 
Airlines is talking about it. Air China and 
China Southern are seen by Airbus as 
potential customers. 

So too, given their huge domestic 
demand as well as overseas trunk routes, 
are Japan's airlines. Japan Air Lines uses 
an all-economy version of the 747 that car- 
ries some 560 people; the equivalent 
A380 version could raise that to about 880 
people per flight. = 


operate on trunk routes. Hence the A380. To cover market- 
fragmentation, it already has its A330 (two-engined, medium- 
range) and A340 (four-engined, ultra-long-range) series. But to 
cover Boeing's plan for the 7E7, it is talking to airlines about an 


update of the A330, which first entered service 10 years ago: The 


among airlines. 
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WILL IT FLY? Boeing bets that its 7E7 is what airlines want 


A350 looms. It is too early to say what interest there might be 


As well as the different offers there is also a war of words 
about alleged subsidies. Boeing says that a 1992 agreement 
between the U.S. and Europe on launch aid for such projects is 


now out of date, and the U.S. 
4= government has filed a formal 
{\\ = complaint about Airbus with the 
y = World Trade Organization (WTO). 
9 Airbus responds with a Gallic 
shrug, saying that Boeing has 
benefited over the years from 
military contracts and 
government research. 

The inter-corporate vitriol hit 
a peak a few years ago when 
Boeing touted its Sonic Cruiser, 
a medium-sized jet intended to 
fly just below the speed of 
sound over long distances while 
offering huge fuel savings. 


Unofficial comments from inside Airbus derided the artist's 
impression of that aeroplane as worthy of Toys "R" Us. Airline 
interest was insufficient for the project to proceed. 

Boeing has reason to be worried about Airbus, which lately 
has been winning the airliner-sales battle: Airbus is also trying to 
win an airborne fuel-tanker deal from the U.S. Air Force. The WTO 
argument is said by U.S. officials to be far more than merely 
election-year rhetoric. But it could develop into a Pandora's Box of 
arguments in an industry redolent with vast amounts of money 
and domestic and international politics. 


Michael Westlake 


It’s not the quality watch. 
It’s the quality time. 


Some things are more precious than mere possessions. Freed 
enjoy being with your family, for instance. We appreciate 
exceptional value of your free time... which is why safeguardin 
is a key aspect of our service to you. Of course, making the 

? your assets is our overriding ambition. But who says tho: 
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LOOK BUT 
DON'T TOUCH: 
Average North 

Koreans can't 
buy the Whistle 
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Slowly Going Cuckoo 


North Korea’s only foreign car company launched a new model last year. But a shortage of 
petrol, roads and buying power suggests the venture isn’t about profit 


AS PYEONGHWA MOTOR CO. prepared to launch a new North 
Korea-assembled sport utility vehicle in 2002, it decided it 
would be clever politics to offer the country’s car-enthusiast 
ruler Kim Jong Il naming rights. Soon after, Kim pronounced 
the car the Cuckoo. 

The label might aptly describe Pyeonghwa's hopes of sell- 
ing cars in North Korea—a country short on petrol, petrol sta- 
tions, car-repair shops, decent roads and, of course, the money 
and freedom to buy $13,000 cars. 

But Seoul-based Pyeonghwa Motor, closely linked to the 
Rev. Moon Sun Myung’s Unification Church, is not trou- 
bled by the profit motive. "No issue is greater than unification 
of our nation," says a statement of company policy. 

With that hallowed objective in mind, in 1999 Pyeonghwa 
started building a factory just outside Pyongyang to assemble 
a decade-old model ofthe Fiat Siena sedan. The first car, built 
mainly from parts manufactured by Fiat in Turkey, rolled 
off the assembly line in August 2002 bearing the name 
Hweeparam, or Whistle. 

The Kim-named SUV, a Fiat Doblo, went on sale in 
November last year. The Ppoggugi, or Cuckoo, is being fol- 
lowed by two other cars: a bigger SUV and a pick-up truck 
assembled in Pyongyang from Chinese-manufactured parts. 
These are named the Cuckoo II and Cuckoo III. 

Pyeonghwa faces a long wait before it sees a return on 
its $55 million investment. The first cars it sold, not surpris- 


By Donald Greenlees/Srou1t 


ingly, went to Kim—130 vehicles to be given to high-rank- 
ing officials in government agencies. The company sold 316 
cars last year, generating revenue of about $4 million. 
Pyeonghwa is likely to almost double that figure this year, sell- 
ing cars to foreign organizations and diplomats in Pyongyang, 
though it acknowledges the challenges. 

“North Korean people don't have any [petrol],” says Pyeong- 
hwa Motors manager John Kim. Moreover, Pyeonghwa doesnt 
have a showroom; vehicles are sold at the factory. And after- 
sales service is often do-it-yourself. Customers “buy [repair] 
manuals, of course," says Kim. 

Still, Pyeonghwa's experience is testing the willingness of 
North Korea to open up to business outside the protection 
of special economic zones, following a July 2002 package of 
economic reforms that relaxed some of the controls on a scle- 
rotic economy, It will also help inform other potential investors 
considering a move into North Korea. Signalling government 
pride in the local assembly operation, Pyeonghwa has become 
the first and only company permitted to advertise its products. 

The Whistle appears on billboards around Pyongyang and 
in a seven-minute mini-documentary that takes viewers 
through such fine details as shifting the Whistle's gear stick 
and turning its interior lights on and off. The ad is aired to 
a captive audience on North Korea's only television chan- 
nel. "There is no avoiding it," says Pyeonghwa's Kim. "There 
are no other options." 
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WHO IS THE ADVERTISING AIMED AT? 
IT ISN'T CLEAR. PYONGYANG DOESN'T 
WANT ITS CITIZENS TO OWN CARS 


Who Pyeonghwa is advertising to is not entirely clear. Auto- 
motive-industry researcher Lee Hang Koo says private citi- 
zens can't buy cars in North Korea. “They don't want their cit- 
izens to move freely," says Lee, who monitors the car indus- 
try for the Korea Institute for Industrial Economics and Trade 
(Kiet) in Seoul. But Lee says enough money is stashed under 
people's mattresses to sustain annual car sales in the thou- 
sands—if the government would allow it. 

Pyeonghwa is hoping the size of its investment and gov- 
ernment pride over the production of locally assembled cars 
will prompt a change in policy. The company's factory, at 
Nampo, 32 kilometres west of Pyongyang, has the capacity to 
expand annual production to 20,000 vehicles. The com- 
pany has plans to increase investment at the Nampo site to 
$240 million within 1o years, says Kim. 

Indeed, Pyeonghwa is gambling on a gradual opening 
ofthe North Korean economy. The Pyeonghwa Group, chaired 
by Moon, has investments in hotels, construction, import- 
export and tourism in North Korea. Its vehicle business 





Money 


includes a monopoly on the import of used cars from Japan, 
plans to build the country’s first commercially-operated petrol 
stations, and the Pyeonghwa Energy Co., which, according to 


a company statement, has the ambitious goal of “develop- - 


ing pollution-free alternative-energy cars." 

The push into North Korea started in December 1991 
when Moon, who was once jailed there, met Kim Jong II's 
father, the late Kim Il Sung, in Pyongyang. The two agreed on 
a range of cultural and business exchanges between North 


and South Korea. Pyeonghwa (which means peace in Korean) _ 


was established to develop those contacts. The purpose was 
to support unification, though it also gave Moon a potential 
toehold in North Korea for his religious activities. "The Rev. 
Moon is a religious leader. That is why he first wants to love 
North Korea," says Pyeonghwa's Kim. 

It wasn't until 1998 that Pyeonghwa Motors was founded 
with funds partly raised from Unification Church-affiliated 


enterprises inside and outside South Korea. The company — 


is vague about the origins of its funding, but its first chief exec- 
utive was Pak Bo Hi, Moon's United States-based No. 2. 
Kim says the idea for a vehicle business arose from the 
belief that “transportation will be important for North Korea's 
future after unification.” 

Pyeonghwa has kept South Korea's Ministry of Unifica- 
tion abreast of the progress of its North Korean invest- &» 
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ments. Under a scheme intro- 
duced last month, South Korean 
companies receive government 
guarantees for part of any losses 
sustained due to “forced expro- 
priation" and “nonobservance of 
agreements" in their North 
Korean ventures. 

Kim Gyae Jin, who heads the 
investment division of the min- 
istry's Inter-Korean Exchange 
and Cooperation Bureau, says 
the government is happy to see companies like Pyeonghwa 
taking a commercial risk in support of unification, a role that 
normally "the government should be performing." He adds: 
"Besides the economic activity, we think [the Pyeonghwa ven- 
ture] has a bigger influence on improving the relationship 
between North and South Korea and inducing North Korea 
to reform and open up its society.” In Pyeonghwa's view, build- 
ing cars helps to achieve that goal because it involves trans- 
fers of skills and technology. And it adds to North Korean “self. 
esteem," says the company's Kim. 

North Korea has tried building cars in the past with mixed 
success. The Victory Automobile Factory was established in 
1961 to build mainly Russian-designed trucks, jeeps and 





ASSEMBLY: Pyeonghwa's plant 
works at a fraction of its capacity 


buses. Lee Seog Ki, a researcher 
at Kiet, says North Korea used to 
boast that it had produced a 
sedan, named the Victory 415. 
But there are no independent 
witnesses to vouch that it ever 
existed. "Their propaganda said 
they made a car, but no one 
knows," says Lee. "We know 
for sure there were trucks and buses, but we don't have 
proof about the car." 

In any case, Victory Automobile in recent years fell on hard 
times. According to Lee, problems arose in the 1990s because 
"people stole parts and machinery" vital to keep production 
going. Pyeonghwa is hoping for a better fate. Company-man- 
ager Kim predicts the momentum for economic reform will 
be maintained. Within two years, he expects 1,000 Whistles 
and Cuckoos to be rolling off the Nampo production line. 

"If you compare with when I first went there seven years 
ago, in the downtown area around the Koryo Hotel and 
Pyongyang station you can see traffic,” he says. “It almost looks 


like a traffic jam—though not like South Korea.” = 
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China's Automotive Industry: 
Building Competitive Advantage 


The second annual CEIBS 2004 China Automotive Industry Forum, organized by the China Europe 
international Business School (CEIBS), is the nation’s premier forum in which to gain new insights into 
China's evolving automotive industry as increased local and global competition are changing the 


environment 


Government officials, vehicle manufacturers, component suppliers and vehicle distributors will come 
together on November 22, 2004, to address their vision on these new challenges. Be there as they 
share their insights and views on the challenges and opportunities for competing successfully in 
China's highly competitive automotive business environment. 
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PHILIPPINES 


Debt Crisis Looms 


President Arroyo has until the end of the year to deal 
with new budget woes or face a debt-rating downgrade 


By James Hookway 

Time is running out for President Gloria Maca- 
gapal-Arroyo to convince investors and ratings 
agencies that the Philippines can keep a looming 
debt crisis at bay. 

Since announcing that the Philippines was in 
the midst of a “fiscal crisis” at the end of August, 
Arroyo has been watched closely by economists 
and investors alert to signs that she is getting the 
situation under control. Ratings agency Standard 
& Poor's has given the Philippines until the end of 
the year to achieve something positive or it may 
reconsider its stable credit outlook. 












Observers have been impressed by Arroyo's 
understanding of the problem. Thanks to loss- 
making state companies, the public-sector debt is 
13696 of GDP; around 3796 of government revenue 
is eaten up by interest payments. The Philippines, 
Arroyo has said, needs to improve tax collection 
and reduce dependence on debt. Government rev- 
enue is currently 12% of GDP, one of the lowest 
figures in Asia. 





On October 25, she reiterated her determina- . 


tion to whip the country into shape. "The prog- 
nosis of doomsayers for the Philippines will never 
happen, not under my watch," she told foreign 
reporters. Arroyo may be serious, but the country's 
other branches of government aren't quite reading 
from the same page. 

The latest rumblings from the Philippine’s 
Congress are particularly discouraging. The legis- 
lature has found time to investigate various con- 
gressmenr’s dalliances with escort girls, but Senate 
President Franklin Drilon warned on October 17 
that Congress wouldn't have enough time to pass 
the 2005 national budget. Instead, the Philippines 
may end up with the same budget it used in 2004 
(also the same one from 2003). 

Worse, political analysts say re-enacting the old 
budget may also delay the passing of eight criti- 
cal tax-raising measures. Many of the proposed 
changes aim to bring more people and companies 
into the tax system while extracting more rev- 
enue from taxes on tobacco and alcohol. 

There has been good news, though. The 
Manila-based Asian Development Bank forecasts 
that the economy will grow at a relatively robust 
5.5% this year compared with 4.7% in 2003. 
Remittances from Filipinos working abroad are 
expected to surpass $8 billion this year, a record 
total. The break-up and sale of loss-making 
National Power Corp. is scheduled for late Novem- 
ber. Napocor, as the soon-to-be privatized state 
power company is known, has a total debt of over 
$9 billion. The Philippines is hoping to raise $5 
billion through the sale (in addition, the govern- 
ment will shoulder the debt). 

But the risk for the Philippines is that off-topic 
scandals may distract politicians from passing nec- 
essary but unpopular taxes. 

In a recent research report, brokerage CLSA 
Asia-Pacific Markets said there were still doubts 
that Arroyo could build a political consensus to 
raise taxes and curb spending. On the plus side, 
however, CLSA said that Arroyo “has by all 


accounts a fierce temper, which will hopefully . 


inspire subordinates into action.” Arroyo needs to 
have more rages. Two other ratings agencies— 
Fitch Ratings and Moody’s Investors Service—are 
coming to town in the next few weeks. = 
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IN THE HILLS: 
Economic 
disadvantage 
leaves the 

hill tribes open 
to outside 
influences 


SOCIETY 





Tribal Loyalties 


Traditionally divided by geography and ethnicity, Thailand’s northern and southern Muslims are 
becoming increasingly tightly knit. Thai security officials are worried about the implications 


CHRISTIAN MISSIONARIES have roamed Thailand’s north- 
ern highlands for generations, searching for converts among 
the region's impoverished animist hill tribes. Lately, however, 
they have met with competition from an unexpected quarter: 
Muslim teachers preaching the word of Islam. 

In Pangsa, a small dusty village in Chiang Rai province, 
hill-tribe children wander the grounds of a newly built mosque 
and boarding school. A gleaming minaret towers over the village's 
bamboo huts, as hill-tribe boys in Muslim skullcaps and girls 
in headscarves make their way to a nearby school. 

The school's imam, Nasir, looks after the 40-or-so recent young 
converts, mostly members of the Akha hill tribe. The bearded 
preacher says his mission preaches a tolerant brand of Islam. 
"Muslims, Buddhists, Christians and Jews, we're all in the same 
family," he says. "We're a peaceful community." 

The appeal of Islam to the Akha is hardly surprising. Living 
in abject poverty and long the victims of prejudice, the Akha gen- 
erally only migrated to Thailand within the past 50 years or so, 
mainly from Burma and Yunnan in China. As a result, the Thai 
government often refuses them citizenship. Barred from enter- 


By Bertil Lintner/PANGsA, CHIANG RAI 
and Shawn W. Crispin/TAk BAI, NARATHIWAT 


ing towns and cities, the hill tribes are confined 
to rural areas, where they survive by farming on 
the steep hillsides, and face accusations of involve- 
ment in the drug trade. Any of the children who 
are not Thai citizens, which is the majority, can't 
attend state-run schools. 

This vulnerable position leaves the hill tribes 
open to outside forces with money and organiza- 
tional skills. "They are tired of being looked down 
on by Thai people in general, who feel superior," 
says Andrew Forbes, an independent Islamic 
scholar based in Chiang Mai. As a result, Islamic 
missionaries are gaining ground. 

These converts, and more established Islamic 
communities in the north, have traditionally been 
divided by geography and ethnicity from Mus- 
lims in the south, where Thai security forces have 
been fighting a shadowy Islamic insurgency. (On 
October 25, 78 Muslim detainees died in custody 
following clashes with police in Narathiwat province 


that left six people dead.) Now that’s changing. 
The two communities are becoming increasingly 
tightly knit, and are sharing the same concern. For 
instance, allegations by southern Muslims that secu- 
rity forces are using heavy-handed tactics are being 
echoed in the north. Rightly or wrongly, that con- 
vergence has Thai security officials worried. 
To see those links in action, you need to travel 
1,500 kilometres south of Chiang Rai province to 
i Imam Nasir's home province of Narathiwat, where 
- the scenery cuts a sharp contrast to the lush moun- 
tains of the north. Here, in Tak Bai town, goats 
nibble at sparse vegetation sprouting from the sandy, 
trash-strewn grounds of the Darul Muallaf madrassa, 
or Islamic school. It’s here that young hill-tribe con- 
verts come to further their studies. Students attend 
religious classes at the Nuruddin school down the 
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CONVERSION: 
ssiamic missionaries 
have been making 
inroads among the 
hill tribes 
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road, where they are taught the fundamentalist Wahabi brand of 
Islam. Currently, Darul Muallaf provides food, shelter and religious 
lessons to 33 mostly Akha hill-tribe children 

Over go hill-tribe children have passed through the Darul Mual- 
laf madrassa since it was founded, along with its northern coun- 
terpart in Pangsa, by an ethnic Malay, Nusee Yakoh, in 1999. His 
two sisters, Yusanee and Rongreeda Yakoh, say the schools sole 
aim is “to teach underprivileged children the Islamic way of life.” 
Pointing to a group of veiled hill-tribe girls standing behind her, 
Yusanee Yakoh, says, “These children do not have opportunities 
so we take care of them.” Adds Arlor Suemou, 15, one of Darul 
Muallaf's Akha students, “The school shows us a better way of life." 

The mission's future was violently cast into doubt on June 
24 this year, when Nusee was shot and killed by unidentified 
assailants. Tak Bai police say they are investigating the case, but 
have so far failed to arrest any suspects. 

Soon after Nusee’s death, Thai security officials, who have often 
blamed Islamic schools for spreading separatist ideologies, pressed 
to shut down Darul Muallaf and ship the hill-tribe students back 
to the north. Thai and Western intelligence officials had claimed 
that Darul Muallaf received funding from fundamentalist groups 
in Saudi Arabia and Kuwait. The Yakoh sisters deny such claims, 
and say most of their money comes from modest donations by 
local Muslim villagers and small charities in Malaysia: “If we 
had Saudi or oil money, we wouldn't have to live like this," says 
Yusanee, pointing to the madrassa’s squalid surroundings. 

Neighbouring communities that contribute money to Darul 
Muallaf baulked, and the disagreement flared into a conflict between 
security forces and local Muslims. Prime Minister Thaksin Shi- 
nawatra intervened, and placed the school under the care of a Mus- 
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ANDREW FORBES, INDEPENDENT ÍSLAMIC SCHOLAR 


33 students all have vocational rather than ideological aspirations 
“For Muslims, it's very important to take good care of new converts," 


says Pongpich. “We all want these children to learn the middle way 
of Islam. They want to study, they want jobs, they want to believe 
in God. Where's the harm in that?" 

[tis unclear exactly how many Akha have converted to Islam in 
recent years—Islamic scholars like Forbes and Muslim groups m 
Chiang Mai estimate hundreds rather than thousands. In the 1990s 
an entire Hmong village 70 kilometres north of Chiang Mai con 
verted to Islam. Near Pangsa, a smaller mosque has been built 
for a group of Hmong hill tribes to go to worship 

Those developments haverit gone unnoticed by Thailand's secu 
rity forces. Struggling to contain a spiralling sectarian í onflict i1 
the majority Muslim southern provinces, the security forces has 
recently started to turn up the heat against northern Thai Muslim 
they fear could be sympathetic to the southern rebell 
Chiang Mai, northern Thailand's largest city, has the &» 
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biggest Muslim population in the country after the southern 
provinces of Yala, Pattani and Narathiwat. According to estimates 
by the U.S. consulate general in Chiang Mai, 14% of the province's 
1 million people are Muslims. Most are ethnic Chinese, whose 
ancestors arrived in Thailand from Yunnan province more than 
100 years ago. Others are of Subcontinental descent, either Tamil 
Muslims who have migrated north from Malaysia, or northern 
Indians who have come through Burma and often refer to them- 
selves as “Pakistanis.” 

With violence swirling in the south, northern Thai policemen 
and alleged undercover agents have started to enter mosques in 
Chiang Mai, ostensibly to look for illegal immigrants. Mem- 
bers of the local Muslim community claim the inspections are 
heavy-handed and religiously insensitive. 

That perceived harassment is starting to stir northern Mus- 
lim resentments. “In the past, we never showed any interest in 
the southern problem,” says Nitaya Wangpaiboon, a prominent 
Chinese Muslim lawyer in Chiang Mai. “We practise our own ver- 
sion of Islam, which is heavily influenced by Chinese culture. The 
southerners are very different. But now, because of the actions by 
the police, we do.” 

Nitaya has recently travelled to take up cases of alleged 
human-rights abuses against local Muslims in the south. As the 
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Every visitor to Chiang Mai's night 
bazaar has seen them: Women in colour- 
ful costumes and headgear decorated 
with old coins who beg and peddle 
trinkets. These are the Akha, the poorest 
and least educated of northern Thailand's 
seven main hill tribes. 

According to the Tribal Research 
Institute in Chiang Mai, there are about 
50,000 Akha in Thailand, mostly in the 
hills of Chiang Rai. For the past half 
century, Baptist missionaries have worked 
to help school young Akha, but poverty 
remains rife: Many Akha women work in 
Thailand's sex industry. 

Muslim missionaries came much 


southern conflict swirls, at least 40 southern Mus- 
lim children have taken refuge from the violence 
in the Ban Haw mosque in Chiang Mai's night 
bazaar, the biggest Chinese mosque outside 
China. The link-up between aggrieved north- 
ern and southern Muslims, which the Thai 
authorities have sought to prevent, is fast becom- 
ing a reality due to the way in which the security 
problem has been handled. 

So far, there's scant evidence of Islamic rad- 
icalization among northern Thai Muslims. In late 
2001, a group of Thai Muslims held a protest out- 
side the U.S. consulate general coinciding with 
the beginning of the U.S. bombing campaign 
in Afghanistan. In late 2003, a young ethnic-Chi- 
nese Muslim tossed a Molotov cocktail at the 
gates of the consulate. 

"Many Muslims here are angry," says Nitaya 
the lawyer. "They feel powerless and resent the way 
they are being treated by the authorities." Left to 
fester, that anger risks bringing the problems of 
Thailand's Muslim south to the still peaceful 
mountains of the north. & 
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SURVIVING: The Akha are the poorest of northern Thailand's hill tribes 


later. It was only in 1980 that Moham- 
. mad Ali Tanggoon, a Burmese convert 
from Christianity, initiated an Islamic 
educational programme for the Akha. 
In the early 1980s, he helped send 40 
boys and girls to an Islamic school in 
the southern Thai province of 
Phatthalung. The Thai authorities 
stopped the exchange programme 
when the Organization of Islamic 
Conference and the Islamic Develop- 


ment Bank showed interest in support- 
ing the project. 

"The kids were sent home, and | had 
to go into hiding for a while," says Tang- 
goon. His mission took place well before 
the reputed rise of Al Qaeda-linked 
militant Islam in Southeast Asia. But even 
then, the Thai authorities suspected that 
the Akha children were being sent south 
to support separatist guerrillas. 

The latest Muslim mission targeting 


the Akha, centred at Pangsa in Chiang 
Rai province, has so far been tolerated. 
The question is, for how much longer. 
Police have recently interrogated teach- 
ers in the village, asking questions about 
the mosque's connection with its sister 
school in the south. But, as Tanggoon 
contends, the Akha would make poor 
terrorists. "They're not a violent people," 
he says. "And they are scared of 

society around them." Bertil Lintner 



























IT ISN'T OFTEN that we can reprint an entire chapter from 
a book in these pages, so here goes. "Chapter 12: I was for- 
getting something very important. A vampire lives in the room 
( next to the classroom.” 

| Observant readers will notice that this chapter from Say- 
onara, Gangsters, by Japanese author Genichiro Takahashi, 
is very short—and very strange. We'll come back to that last 
point in a moment, but first, a little background. 

Sayonara, Gangsters was published in Japan in 1982, and 
is only now being published in English thanks to a pioneer- 
ing new American publisher (see box). It was the first novel by 
Takahashi, a former student radical whose career also included 
a brief stint as a porn director. Better known these days as a 
prolific writer and novelist, Takahashi scored an instant 
success with Sayonara, Gangsters, which helped introduce 
post-modernism into Japanese literary fiction. 

| Post-modernism, of course, was all about making audiences 
& think about artworks as objects in themselves, rather than as 
things that stood for something bigger, like a meaning or a 
moral: Out went the message, in came the medium—and a fas- 





eet the Gangsters 


More than two decades after it first appeared, Genichiro Takahashi’s 
debut novel retains its power to surprise and startle, writes Brian Keeley 


InReview 


cination for exposing the literary artifi- 
ciality of each novel's universe by quot- 
ing from other literary works. 

Thus, on page 14 of Sayonara, Gang- 
sters, Takahashi invokes the name of 
Adrian Leverkühn from Thomas Manns 
novel Doctor Faustus, before, a couple 
of hundred pages later, declaring that 
Mann never existed and never wrote fic- 
tion. The works of James Joyce, Rainer — | Sayonara, 
Maria Rilke, Monzaemon Chikamatsu, Sangsters}by 
a famous kabuki playwright, and many ln oe 
others also get an airing. impe Emimetiehi 

The literary references, though, are Vertical, $19.95 | 
swamped by the strangeness of this 
novel: Characters die but go on talking, sprout wings and st 
flying, and choose personal names that beat them to death. I 
there's a coherent plot, and this reviewer is not convinced ther 
is, it's quite opaque. What can be said is that the novel 
in a place and a time that is not quite Tokyo and not quite r 
and concerns a poetry teacher, his girlfriend and their cat, ài 
their relationship with a group of gangsters who have be 
terrorizing the world. 

The novel has a lot of humour, including a pitch-pert 
parody of the sort of tough-talking dialogue that Hollywo 
actor James Cagney used to spout in the 19305 and tg 


In one scene, the teacher gives a poetry lesson to a group 


wary gangsters, who are suspicious even of the tools of t 


teacher's trade: "Pinching the chalk, ‘The Short Gangste: 


description of the death of a child: “I lay there without mov: 
ing. She didn't say another word all night." 

But as to what it’s all about... i'm afraid youre on your 
own there. Two things. only, seem clear: Sayonara, Gan 
sters is thoroughly weird—and rather wonderful. = 

Brian Keeley is an associate editor at the REVIEW 








UNFRIENDLY SKIES: 

An aircraft passenger was 
abused and beaten up by 
drunken flight attendants in 
mid-air. Hang on! Isn't that 
the wrong way round? Yes. 
Instead of the time-hon- 
oured, traditional system 
where inebriated 
passengers attack airline 
staff, it was the other way 
round in this incident, The 


spokeswoman for Aeroflot, 
which had subcontracted 
the flight to the Avianergo 
airline. When a passenger 
went to the galley to ask for 
a glass of wine, tipsy 
attendants said supplies 
had all been consumed. 

A flight broke out. The 
passenger took a black eye 
for medical treatment at his 
destination. Police said the 


Moscow Times reported. 
The flight attendants on the 
journey from Russia's 
capital city were described 
by passengers as “visibly 
drunk,” according to a 


flight crew showed “clear 
signs of inebriation.” 
Perhaps Avianergo airlines 
could borrow Delta’s old 
slogan: “We love to fly and 
it shows.” 


FLAT FEES: Mooncake makers in China are slipping free 
gifts into their sweet boxed pies, including pearls, bottles of 
whisky and even apartments. These enhanced packages of 
lotus-paste-and-egg tarts, known as “mooncake sets,” cost 
up to $40,000—far more than the few dollars a pie usually 


costs. What's the point? Under Chinese law, officials are not 


allowed to accept cash bribes of any sort, but can accept 
mooncakes, the BBC reported. It's amazing how appetizing 
the ghastly stodgy pies become once you find them 
wrapped in the deeds to a 100-square-metre flat. 


PTERIFIC NEWS: The world's last pterodactyl is alive and 
well in Papua New Guinea, locals report. Many people 
living on a particular island have reported seeing a crea- 
ture they call the ropen, which means demon flier. They 
describe it as having leathery wings, a teeth-lined beak, 
razor-sharp claws and a long tail with a diamond shape at 
the end. Scientists note that the description perfectly 
matches that of a type of pterosaur known as 
rhamphorhynchus, fossils of which have been found in 
Europe. The creature is said to live on the remote Siassi 
islands, and American film makers are trying to capture 
images of it, the local Post Courier newspaper reported. 
Here comes Jurassic Park: The Documentary. 
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FREUDIAN SLIP: Misspelled name of Malaysian city spotted 
by banker Paul Corbiere in a report on the relationship 
between Australia and Asia: “Koala Lumpur.” 


ROCKS ROLL: A girl in 
Jarkhand, India, is weeping 
stones. When 15-year-old 
Savitri cries, tiny rocks 
come out of her tear ducts. 
Several doctors have exam 
ined the girl, and confirmed 
that the report was true, the 
local Pioneer newspaper 
reported. Medical experts 
believe she has an unusually 
high amount of calcium in 
her body. Dr. |.B. Prasad of 
the Rajendra Institute of 
Medical Science told the 


press that the formation of 
stones in the body is known. 
"But stones from the eyes is 
a Strange phenomenon as 
this has not even found 
mention in medical litera 
ture,” he said. Savitri herself 
is flattered by the attention 
she is getting but is anxious 
to solve the problem. The 
world’s novelists will be 
kicking themselves that real 
life beat them to this partic- 
ularly poignant character. 
isabelle Allende, hands off. 


FANTASTIC CLAIM: Residents of South Korea are breathing a sigh of 
relief that the summer is over and they can turn their fans off. There's a 
widespread belief in that country that the breeze of an electric fan is 
deadly to humans. A JoongAng Daily investigation into the phenomenon 
revealed that every summer for the past 14 years, mainstream newspa- 
pers printed an average of 10 reports a year of individuals killed by 
leaving fans on all night in closed bedrooms. This demonstrates just why 
courts shouldn't accept circumstantial evidence. The logic goes like this: 
Some people who die during hot summer nights were using electric fans. 
Thus all electric fans are lethal to all humans. 
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THE ASIAN INGREDIENT 


Hot stun 


Life would be a lot duller without the firepower 
of the chilli—a versatile spice that adds zip and 
zing to a myriad dishes across the region 


66 It’s hot in Guizhou, too. 70 India's spice at life 
67 On and off the scale 72 Heat and Went 
68 Top of the toppings 73 This wine tastes fin 
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A MOUTHFUL; Chillies 
are all about balance, 
not blasting the tongue, 
says Indian chef Manjit 
Gill (see page 70) 





ASIA-LIFE 


DINING WITH DEPTH 


A restaurant in Shanghai is inviting diners to try the 
often overlooked hot and sour cuisine of Guizhou 


"WHEN PEOPLE think of spicy 
food, they think of Hunan or Si- 
chuan food," says Zhang Dange. 
Instead, says the Shanghai restau- 
rateur, they should take a look at 

his family's mountainous home 

province in China's southwest: "Gui- 
zhou food may not be as numbingly 
spicy as Sichuanese, but it is a lot deeper 
and more interesting." 

To prove his point, three years ago 
Zhang opened Pu Hui Tang restaurant 
to showcase the food of Guizhou. His con- 
verts so far include his own chef, Shen Tao, 
who specialized in Sichuan cuisine before 
joining the restaurant. "The sour-hot 
flavour of Guizhou dishes is a lot more 
complex than the spiciness of Sichuan 
food," says Shen, who believes other chefs 
will follow his lead as diners tire of 
Sichuan fare, currently one of the most 
popular cuisines in Shanghai. 

The restaurant goes through about 
180 kilograms of peppers a month. Shen 


sticks to Guizhou's traditional methods of 
preparing the peppers, using varied mari- 
nades and cooking methods to produce 
chillies in eight different flavours, which 
are then stir-fried with the main ingredi- 
ents of each dish. 

Truth be told, after sampling a few 
of the dishes, the eight flavours all started 
tasting pretty much the same to me—very 
hot. But a few stood out: There's pao jiao, 
a pepper soaked in salt water and the fiery 
spirit bai jiu. Then there's suan la, or red 
peppers soaked in the juice of wild toma- 
toes until it becomes as sour as vinegar. 
Another favourite is you la, which is pep- 
pers soaked in oil, giving it a smooth, easy- 
to-digest texture. 

The peppers are diced, cut into thin 
strips, used whole, or cooked and blanched 
into a powder, depending on the needs 
of each dish. One of the spiciest and tasti- 
est dishes on the menu is xiangla xia, a 
lightly breaded shrimp with a nice crunchy 
texture that's buried under a mound of hot 








DEEPLY FELT: "Guizhou food may 
not be as numbingly spicy as 
Sichuanese, but it is a lot deeper 
and more interesting," says 
restaurateur Zhang Dange 


chillies. Kaili suantang yu, meanwhile, is 
a flavourful pot of sour red peppers, fish, 
tomatoes, and wild Guizhou vegetables 
slow-cooked over a fire on your table. 

What also makes Pu Hui Tang restau- 
rant unique is its use of unusual wild veg- 
etables and roots from Guizhou—all 
served with spice thrown in. Peppers are 
tossed with a wild leafy vegetable called 
qingwa pi, or “frog’s skin." Zhang claims 
that a cold dish consisting of peppers and 
a root called disheng, which is related to 
ginseng, helps clear up respiratory prob- 
lems. When I tried it, the flavour of the 
root shot past my tongue and instantly 
cleared up a runny nose. 

| thought I was going to get a reprieve 
from the heat when a waiter brought out 


4 





the sucai tang, a simple, clear soup with 
cabbage and green string beans. But then 
another waiter followed, bringing out a 
small bow! filled with chopped-up peppers, 
green onions and garlic. According to 
Zhang, if we wanted to eat in true Guizhou 
tradition, we should dip the soup's veg- 
etables into the chilli concoction. 

Zhang was raised in Shanghai, but he 
makes his way back to his ancestral prov- 
ince once a year to visit his relatives and 
to keep his recipes authentic. The only 
adjustment Zhang makes is with presen- 
tation. “In Guizhou, the food can often look 
ugly or unappetizing," he admits. 

But he refuses to bow to demands that 
the heat be reduced in any of his dishes. 
“If the dishes are made any less spicy, they 
just don't taste as good,” he says firmly. 

JEN LIN-LIU 


PU HUI TANG 

98 Pui Hui Tang Lu, 2nd floor, Xu Hui district, 
Shanghai. Tel.: (86 21) 6469 8922. 

Expect to pay about $5 per head 





Journey to Asia 


It's hard to imagine Asian cuisine 
without chillies. Gone would be 
India's famous curries, Hunan's spicy 
General Tso's chicken, or the fiery 
dishes of Thailand. 

But despite its wide use in Asia, 
the chilli, which is the fruit of plants of 
the Capsicum genus, originally came 
from South America. It made its way 
to Europe via Spanish explorers in the 
15th century, and was later brought 
to India and Southeast Asia by Por- 
tuguese and Arab spice traders. As 
Nils-Bertil Wallin of Yale University 
notes, one botanist of the 16th 
century referred to chilli peppers 
from the Indian region of Goa as 
"Pernambuco Peppers," after the area 
in Brazil. 

Tracking the chilli pepper from 
Southeast Asia to China and Japan is 
more difficult. Some say Portuguese 


The Scoville Scale 


traders brought it, but Indians and 
Arabs had been trading with China 
long before Europeans arrived 
Furthermore, Hunan and Sichuan 
provinces, where recipes are full of 
chilli peppers, did much of thei 
trading through the Silk Road, not 
coastal routes. 

There are various species of chilli 
now grown in Asia. The cayenne 
variety is widely used in India, and 
the spicy Thai Dragon and bird's eye 
chilli give a kick to many dishes. Part 
of the chilli's popularity is due to the 
fact that it dries well, is slow to rot 
and is good for roasting. Chilli farmer 
David Webb also attributes the fruit's 
success in tropical Asian countries to 
the weather. Eating chillies causes 
people to sweat, he says, thus 
turning up the body's "natura! ai 
conditioner." Alex Ortolani 


The substance that gives chillies their heat is called capsaicin. If eaten to excess 
it can inflame the mouth and throat, and in high concentrations can even burn the 
skin on contact. In 1912, chemist Wilbur Scoville devised a method to calculate 
the heat of chillies. He diluted the capsicum oil in increasing quantities of sugar 
water until the burning taste could no longer be detected by a panel of tasters 
These days capsaicin levels are measured using chromatography. 


PURE CAPSAICIN 16 million Scoville units 


TEZPUR CHILLI 

855,000 units; unconfirmed 
outside India (see page 70) 
Colour: Orange-red 
Uses: Drying, sauces 

Size: about 5 centimetres 







RED SAVINA 
HABANERO 
350,000-577,000 units 
Colour: Red 

Uses: Drying, sauces 
Size: about 4-6 centimetres 





THAI PEPPERS 
50,000-100,000 units 
Colour: Green, red 
Uses: Drying 

Size: 2-4 centimetres 





BELL PEPPERS 0-2 

















CAYENNE PEPPERS 
30,000-50,000 units 
Colour: Green, yellow, 
orange, red 
Uses: Drying, powder, 
pickling 


Size: 10-13 
centimetres 


PAPRIKA 
0-2,500 units 
Colour: Red o 
roasting, drying 


Uses: Powder, 
Size: 10-13 


centimetres 
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The Little Condiment That Could 


~ 
c 


Depending on how you see it, one of 
Japan's more colourful souvenirs 
could be described as looking like 
" either outsize sushi or skinned 
À gerbils. But most Japanese will 
às agree that pickled fish-egg 
sacs go great with steamed 
rice, bread, noodles or, well, anything. 
Mentaiko is the roe of walleye pollack 
marinated in salt and hawk's talons chill- 
ies. It's sold in glistening slabs everywhere 
from train stations to the Internet. If you 
want to add spice to your rice, this versa 
tile topping packs the hot punch of chilli 
with the salty taste of the sea. But how 
should you eat it? 
“Just put it on rice and taste it,” says 
Hisashi Kuribayashi, an overseas-intern- 








ship coordinator in Tokyo and fan of the 
piquant pink paste. “Mentaiko is one of the 
best side dishes. | recommend trying a 
mentaiko omelette with beer. You'll under- 
stand why Japanese like it." 

Like ikura, the salmon caviar used in 
sushi, mentaiko's match with Japan's 
staple food has ensured its popularity. 
“Japanese live on rice," says Kuribayashi. 
“We've long researched the best ways to 
eat rice, and mentaiko is it." 

Kuribayashi should know. He comes 
from Fukuoka, a port city in southwestern 
Japan that's famous as a gateway for 
culinary imports. Mentaiko, a relative 
newcomer to the Japanese table, was part 
of the influx. 

In 1949, Toshio and Chizuko Kawa- 
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ROWS OF ROE: Sold almost everywhere in 


hara set up a fish shop in Fukuoka's 
Nakasu market. Raised in Korea under 


Japan, mentaiko is a topping with versatility 


Japanese colonial rule, the couple missed 


the taste of Korean favourite, myeon- 
granjeot—spicy kimchi mixed with cod 
roe—and so began experimenting with 
some recipes of their own. The result of 
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FECHNOLOG Y: 


3e world's first hotel to feature all WIFI and all colour IP, 
[ong Kong's brand new five-star Langham Place Hotel. 
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their kitchen dabblings took a decade to 
catch on, but spread throughout Japan as 
a souvenir when the bullet train line was 
linked to the city in 1975. 

Since then, mentaiko has become the 
little condiment that could, boldly storming 
international culinary boundaries. Today it 














can be found on pasta, pizza, salads 
cheese and canapés. A popular bakery 
item is the “mentaiko France,” 
baguette. Mentaiko-flavoured chips, nce 
balls and instant noodles can be had ii 
Japan's convenience stores 

Fukuya Company, which was founded 
by the Kawaharas, goes even further 
offering mentaiko burgers and fries 
mentaiko Yule Log (a Christmas desert 
mentaiko Chinese dumplings and mentaiko 
tempura. The rival Fukutaro Company runs 
its own mentaiko restaurant; dishe 
include mentaiko spaghetti and mentaik 


or roe ot 


a seafood hotpot. 


At U no Hana, a new kebab eatery i! 


S Tokyo's Daimon area, the eel fritto that 
? comes with a creamy mentaiko dip is a hit 


“Our customers just love the combinatior 
of sea eel and mentaiko seasoning 
chef Shinji Ueno. "It goes best with sake ot 
‘shochu’ spirits." 

“| myself love mentaiko," adds Ueno, 
who also serves mentaiko 
rolls. “But at home | just keep it simpl 
have it on rice.” 


says 
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Tim Hornyak 


ASIA=LIFE 
THE SPICE OF LIFE 


Indian food comes in an endless variety of shapes , sizes and tastes— 
just like the country S favourite ingredient 


RED-HOT CHILLI TIPS 


Grind chillies fresh, not dried: They won't last as long, 
but they'll taste a lot better 


Chillies burn quickly, so add them late in the cooking 


Don't let your oil get too hot. If you're using powdered 
chilli and your pan is very hot, dissolve the chilli in a 
little water first 


To improve the colour of the chilli, keep sprinkling water 
into whatever you're cooking to keep the chilli from 
sticking to the bottom of the pan 


Whole chillies look great in a dish, but prick them first 
to keep them from bursting 





THINK OF INDIAN FOOD, 
and one type of dish comes to 
mind: curry. Think of curry, and 





you imagine that's all there is to 
Indian cuisine, think again. Indian cooks 


do use chillies, but as well-known chef 


Ms M CIC 
KEEP STIRRING: 
Chillies are just 
part of the mix, 
says Manjit Gill 





one flavour jumps out: heat. But if 


Manjit Gill of the Maurya Sheraton Hotel 
in New Delhi explains, they're used to 
enhance the flavour of other ingredients 
and spices, not to torch the oesophagus. 

Put simply, good Indian cooking is 
about balance—a tradition that long pre- 





dates the arrival from South America of 


chillies. "We've always added pungency 
with black pepper, ginger, cloves, cinna- 
mon," explains Gill. *Chillies are cheaper 
to grow, and their pungency is easier to 
extract—throw them in and there you 
are—so they're very popular, but they're 
still cooked along with lots 
of other spices, and that 
changes their effect." 

Of course, some parts of 
India do like their food hot 
as blazes. It's partly practi- 
cal: In a hot climate, chill- 
ies make an excellent pre- 
servative, and the painful 
sweat they cause is an effec- 
tive way to cool down. It's 
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same tor othe 
The southern state of Andhr: 


Pradesh— which registe: 


pP nf 
highest temperatures in Ind 
the famous chilli market in Gunt 
you can find regional hindpur, mundu, pan 
and sannam chillies, among others. They'n 
used in a huge variety of dishes, includ 
ing a dip of lentils and ground chillie: 
that was christened "gunpowdt 
choking Englishmen. The 
south also produces dahi 


mirch, small pungent chill 
ies that are pickled in curd 
and salt. fried to a crisp and 
crumbled over rice. Food 
writer Lesley Fsteves 
Andhra Pradesh and the 
interior of Maharasht 


where th puns ent naicnen 


also an addiction: Capsaicins 
(the “hot” chemical in chill- 
ies) stimulate the production 
of happy-making, pain- 
relieving endorphins in the 
brain. That sets up a spiral 
of ever-greater consumption 
to achieve the same high: 
The more you eat, the more 
you want to eat, until one 
day your digestive system 
crawls off into a corner alone 
to wait for merciful death. 
India grows chillies in 
huge numbers—red-hot 
red, mild maroon, pungent 
white, medium-hot yellow, 
plump, thin, long, short. 
Chillies are sensitive to 
variations in soil and cli- 
mate, so the same variety 
grown 150 kilometres apart 
can have quite different 


MAGIC INGREDIENT 


The heat of chillies is 
widely believed in India 
to deflect nazar, or the 
evil eye; motorized 
rickshaw drivers hang 
a bunch of fresh green 
chillies and a lemon in 
their vehicles first 
thing in the morning; 
households string them 
over their doorways. 
People take fresh 
chillies (or a pinch of 
chilli powder) and salt 
and circle it around 
somebody's head to 
protect them. If you 
then burn the chillies 
on a fire and they dont 
smoke, the person has 
been the victim of 


chilli is grown, as he! 
favourite hot spots 

Else where rou Coud 
try Goa ' s vindaloo, the 
tuguese dish adapted ove! 
the centuries, to really take 
your scalp oft; Chet 
pepper chicken from thi 


Coromandt 
sthani lal maa 
with about six teaspo 
chilli to one kilogran 
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hair-curling marchwangan 
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Strangely, it is the north 
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tively bland fare, that's horns 
t devilis! hilli 
illi: from the 


to the mos 


[he Tezpur c! 


flavours and pungency. That's why food 
critic Marryam Reshii laments the 
increasingly widespread use of the rela- 
tively mild Kashmiri chilli. 

“We have thousands of chillies, each 
with their own flavour. Traditionally, every 
village cooked with the chillies it grew,” 
she says. “Today, every recipe that reads 
‘half a teaspoon of chilli powder is refer- 
ring to the Kashmiri chilli. It’s one size 
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chilli in the world. Despite scepticisn out 
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menting flavour, not packing it wit 
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-unless you 


chilli in vour kitchen 
like the taste of pure heat 
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HEAT AND LIGHT 


In Malaysia, chefs use ultra-hot chillies to create super-cool cuisine that appeals to 
both locals and foreigners with less hardy palates 


NARELLE McCMURTRIE 
might be Australian, but she 
knows a thing or two about 
chillies. Specifically, the gre- 
garious Malaysian-based restau- 
rateur knows how to indulge the local love 
affair with the tiny edible firecracker 
known as chilli padi without traumatizing 
the palates of tourists. 

At her Bon Ton Resort and Restaurant 
on the island of Langkawi, off northwest 
Kedah state, the chefs have been marry- 
ing Western cuisine with Eastern spices 
long before “fusion” became a trend, as 
well as adding a contemporary touch to 





old Malaysian favourites like rendang (beef 


curry slow-cooked in herbs and spices) 
and nasi lemak (rice cooked in coconut 
milk and eaten with curry, chilli paste, 
anchovies, peanuts, egg and cucumber). 

The award-winning restaurant is usu- 


ally packed, attesting to the popularity of 


the menu in which chilli is a constant 
yet subtle presence—as in rock lobster 
tails with satay sauce, spiced meatballs in 
curry coconut sauce with noodles and acar 
(a piquant vegetable pickle) and beef ren- 
dang with pancakes. 

"Heat, rather than over-the-top, palate- 
numbing chilli overdose, is what gives a 
dish its unique appeal. Instead of using a 
flavour enhancer like MSG, for instance, 
we use chilli because in its own right, 
chilli is exactly that—a wonderful flavour 
enhancer," McMurtrie explains. "Because 
we don't use chilli gratuitously, our fusion 
dishes are well received by foreigners." 

But a lesson that chefs local and for- 
eign learn quickly is that Malaysians will 
not suffer being parted from their beloved 
chilli padi, also known as cabai burung 
in Malay, or bird's eye, because of its shape 
and size. So the diminutive chilli has even 
found its way into sushi. 

Ahmad Nazri Arshad, the unassum- 
ing head chef of U Japanese Restaurant in 
Kuala Lumpur, knows that his concoctions 
are most appreciated when they're infused 





with a mouth-warming familiarity. So tuna 
maki is rolled in ground chilli padi before 
being wrapped in seaweed, for example, 
while udon noodles are given lashings of 
chilli and kimchi (Korean cabbage pick- 
led in chilli and garlic). Customers can't 
get enough of the stuff. 

Malaysian cookbook author Tripad 
Narayanan says that chilli, when thought- 
fully applied, is a superb condiment in any 
cuisine. "I like to use dried red chilli even 
in pasta preparations to achieve intense 
smoky flavours," she says. 

Bon Torts chilli-fusion creations even 
runs to a chilli, strawberry and basil ice- 
cream dessert, which was so successful 
with diners that the restaurant blended 
the lot, added vodka and turned it into a 
cocktail named Burning Desire. 

Not content to sate her guests with her 


restaurant's chilli repertoire, McMurtrie 
also takes them on tours of Langkawi's 
culinary attractions, such as Siti Fatimah's 
Economy Rice, which offers 72 chilli- 
starred local dishes, from standard meat 
curries to fish stuffed with sambal (ground 
chilli and prawn paste) and grilled in a 
banana leaf. 

"It's about the food experience," says 
McMurtrie, falling silent for a moment 
before she corrects herself: “Nah, it's all 
about the chilli.” FAY KHOO 


BON TON RESORT AND RESTAURANT 
Pantai Cenang, Langkawi. Tel: (60 4) 955 
3643; www.bontonresort.com. Dinner for 
two with wine for about $70 


U JAPANESE RESTAURANT 

69 Jalan Bangkung, Kuala Lumpur. 
Tel: (60 3) 2093 1268. Dinner for two 
without drinks for about $60 
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YOU MAY NOT realise 
it, but the debate over which 
wine—red or white—should 

be drunk with spicy Asian dishes is 
as hot as a chilli pepper. 

The traditional camp argues for 
assertive and aromatic whites, such as 
Gewiirztraminer and Riesling. Their 
number includes food-and-wine heavy- 
weights like Hugh Johnson and the late 
Julia Child. 

In the other corner sits the contem- 
porary camp. For them, the best accom- 
paniment for Asian dishes, especially if 
they contain chillies, are red wines. Or, as 
wine judge and master of wine Patrick 
Farrell puts it, “Hot chillies and cool reds.” 

After numerous tastings pairing wine 
with ethnic spicy food, Farrell confesses 
that “I do have some strong opinions 


. regarding wine and chillies.” He's a fan 


of medium-bodied red wines, such as 
Pinor Noir and Gamay, with chilli dishes. 
But he’s been surprised to find that even 
heartier reds, such as Cabernet Sauvi- 
gnon, Syrah and Grenache, also work with 
spicy food. There’s just one condition: 
“Play with an ice-bucket!” Cooling the 
wine to a temperature below the normal 
serving temperature complements spicy 
food better, he believes. 

That view is backed by Ken Hom, a 
popular TV chef in Britain, who has 29 
books, a successful line of cookware, and, 
since earlier this year, a wine collection 
to his name. 

“There is no question that adding chilli 


b as an ingredient changes one's choice of 


wine as an accompaniment," says Hom. 
*Wines either work together with the 
flavours of food to create a marriage or 


THE RED 
REVOLUTION 


Hot food, cool whites, right? Not 
necessarily. A growing number of wine 
experts say chilled reds are a perfect 
match for chilli flavours 


Samantha Sin /REVIEW 


drive through the flavours of the food to 
retain their character and refresh the palate. 
With chilli, the latter is usually the case." 

Hom’s solution? “Strong-flavoured, 
somewhat tannic red wines that are able 
to hold their own with the strong impact 
of chilli.” Hom recommends Mourvedre 
from the Rhone Valley. And, like Farrell, 
he suggests serving reds at “cellar tem- 
perature,” around 12-15 degrees Celsius, 
rather than the more traditional “room 
temperature,” or around 18-20 degrees. 
(Generally, lighter reds should be served 
at the cooler end of the range.) “That 
makes them a more refreshing contrast 
to the chilli flavours.” 

Also in the contemporary camp «è 
is Hong Kong-based wine judge $} 
Barry Burton. “I much prefer strong $ 
red wines with Asian food contain- : | 
ing chilli than whites," says Burton. € 
“I don't know who started the myth ^ 
that white wine works better with 
Asian food. I bet whoever started it never 
lived in Asia." 

Obviously the type of chilli and it's 
“hotness” makes a difference (see panel on 
right). Asian dining typically involves con- 
suming multiple dishes all at the same 
time along with numerous condiments, 
so there's little to be gained from the tra- 
ditional Western style of pairing a par- 
ticular dish with a certain wine. The best 
compromise, then, is a wine that can 
stand up to bold, spicy, hot flavours with 
equal confidence and weight. We say, 
think big, fruity, tannic reds with plenty 
of character and vibrant fruit. 

JEANNIE CHO LEE 
Jeannie Cho Lee writes regularly on wine 
for the Review 














Pertect Pairing 


SICHUAN AND HUNAN: The heat here 
usually comes from Sichuan pepper (not 
a chilli), fermented bean paste and 
ginger. The Sichuan pepper 
can be tongue-numbing, so if 
possible save the spiciest 
dish for last so that other 
milder dishes and the wine 
can be better enjoyed. Try 
cellar-temperature 
Chateauneuf du Pape from 
France, Chianti Classico from 
Italy or Grenache from Australia. Or for 
a local match, try Tsingtao's Chardonnay 
or Dynasty's mild Cabernet Sauvignon. 


THAI: The use of bird's eye peppers 
means Thai food can be as hot and 
spicy as any Sichuan dish. But the 
other flavours in a 







traditional Thai meal, 
such as coconut milk 
and peanuts, can 
balance the heat. This 
allows for pairings with 
more delicate wines such 
as Pinot Noir from Australia or 

New Zealand, or Burgundy reds from a 
young, ripe vintage like 2000's. Thai 
wineries such as Loei and Siam produce 
quaffable red and white wines at rea- 
sonable prices. 


INDIAN: Inundated with spices—cumin, 
turmeric, chilli and more—indian food 
requires hearty full-bodied reds 
such as Cabernet Sauvignon 
from New World regions 
such as California, South 
Africa or Australia. Merlot 
or Syrah from the New 
World can also work well. 
F French alternatives would be 
Rhone wines such as Croze 
Hermitage or Chateauneuf du Pape. 
Local pairings would include the Bor- 
deaux blend made by Chateau Grover 
and the sparkling wine of Omar 
Khayyam. 


KOREAN: Liberal pairings of garlic and 
chilli along with fermented soya bean 
paste, soy sauce and sesame oil, all 
feature heavily 
in Korean 
dishes. Strong 
and tannic 
reds work well, 
such as Shiraz 
from Australia 
or Super 
Tuscan wines from Sangiovese or 
Cabernet Sauvignon grapes. Korean 


winariae cuch ac Maiiance offer a range 
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No Rush Into China 


Despite the end of global textile quotas next year, not all garment makers are heading 
for China—at least not yet 







specifications . . . I know of one company that moved 
an entire luggage-production [operation] from Thai- 
land to China in six months.” 

But no matter how you look at it, labour costs 
| in the mainland are lower than many other coun- 
EX Me tries. TALs 500 factory workers in Hong Kong, 
= " » for example, make about $897 per month, while 

Y 


WITH THE LIFTING OF global textile quo- 
tas on January 1, 2005, clothing manufacturers 
are moving to China to take advantage of cheap, 
efficient labour. But the managing director of 
Textile Alliance Limited (TAL) says the influx 
isn't as fast as he expected. 

"I do not see a sudden rush into China," 
says Harry Lee, who joined his uncle's com- 
pany in 1973 and worked his way up through 
the ranks. "It will come, but the change is 
going to be slower than I thought." 

TAL, one of Hong Kong's largest gar- 
ment makers with annual revenue of 
about $600 million, already has a fac- 
tory in Dongguan in Guangdong 
province. One reason it's not build- 
ing a second is that Beijing blocked 
a deal it had to buy farmland on 
which to build. The land crackdown 
is part of the Chinese government's 
efforts to cool the overheating econ- 
omy and curb illegal land deals being 
made by local officials. 

Lee says another reason TAL won't 
yet expand is the United States' threat to 
impose a one-year import quota on China- 
made garments after January 1. The U.S. 
government faces pressure to invoke a “safe- 
guard mechanism” from domestic lobbies 
such as the American Manufacturing Trade 
Action Coalition, which says quota-free 
imports from China will displace more than 
650,000 jobs in the American textile industry. 

Lee believes TAL can afford to wait out 
these storms before expanding in China. He’s 
confident TAL factories in Thailand, Malaysia, 
Taiwan, Indonesia, Hong Kong and, most 
recently, Vietnam are efficient enough to keep 
the company ahead of the competition. Noon 
TAL's customers are big U.S. retailers like 
JCPenney, Brooks Brothers and L.L.Bean, which 
Lee says are willing to pay extra to get high-end 
products made to specification. 

Quality, Lee says, is what buyers won't find 
from upstarts in China. "More people will be rush- 
ing in from the lower-end market," he says. "They 
can keep inventory longer. They don't have the 













$97. Lee admits that this wage disparity will mean 

beer competition from manufacturers based in 
the mainland. “After 2005 I don’t know who the 
competitors will be,” he says. “They might 
come out of left field.” 

TAL has a three-pronged approach to 
stay at the top in coming years: value-added 
services such as on-line inventory; strong 
customer relations; and research and devel- 
opment. TAL is already wrapped up in a 

patent suit with rival Esquel, one of the 
world's largest cotton-shirt makers, over 
a pucker-free seam for shirts. Lee says he 
wont comment on the case until a set- 
tlement is reached. But such battles show 
the increasing importance for apparel 
makers to not only produce goods, but to 
innovate as well. 

Meanwhile, until quotas are lifted TAL 
will continue to get around the system the 
way it's been doing for years. "We do all 

the cutting and parts in China, and do the 
assembly in Hong Kong to qualify for the ‘made 
in Hong Kong’ label,” Lee says. “We do not ex- 
port [a single shirt] from China into any restricted 
countries, meaning the U.S. or Europe." 

There's no doubt the end of quotas will mean 
more competition for TAL and other garment giants. 
Lee, however, is no stranger to challenges. When he 

decided to go into business he had a background 
in research and a doctorate in electrical properties 
from Brown University in the U.S. Despite this unre- 
lated career track, his uncle put him in charge of a 
struggling 3,000-worker factory in Malaysia. 

"I had no experience in running any factory . . . so 
| asked a lot of questions," Lee says. After a few years v gu 

him at the helm, quality improved, efficiency wer 
and the factory was running—in Lee's soft-s 
words—"quite well." ALEX OP 


— 
M its 4,500 labourers in Dongguan get paid about 


r 


A 


> 







THE MOST VARIED DESTINATION. ANYWHERE. 





Kampung Sampireun, Resort & Spa, Garut - West Jave 


Le Meridien, Golf & Spa Resort, Bali 


Indonesia... an archipelago of diversity 


A rich cultural heritage, a wealth of tradition, cuisine, arts and craft, architecture and festivals 
. The multi racial and multi religious people of the diverse ethnic backgrounds live in complete 
harmony, are charmingly friendly, and graciously hospitable 


Indonesia's diverse landscapes changes whichever direction you turn. From ancient tropical 
rainforest to open grasslands, to rugged mountain ranges and spectacular volcanoes, to Snow 
covered glaciers, and a plethora of flora and fauna completes the diversity of the natural 
wonders of Indonesia 


The diversity of resorts, on the beaches, in the highlands, in the city, the unique attractions and 
landmarks, the rest and recreation options, the food, the dance, the costumes the music, and 
he charm of the people makes Indonesia a totally unique holiday destination 










me experience Indonesia, the ultimate in diversity 
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EVER FELT THE NEED FOR 
A TWO-ENGINE AIRCRAFT 
WITH MID-CAPACITY AND 
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A twin-engine aircraft with a range of up to 8,500nm, for a 
capacity of 250-300 seats. With an even lower cost per flight 
this new aircraft is a tailor-made economic solution for 
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The A350 inherits the best Airbus 
know-how; including technology 
transfer from the world's most 
innovative aircraft: the Airbus A380. 
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We are in discussions with leading airlines 
around the worid about this exciting 
programme 






Airbus knows that every long haul route is different and that's 


why the Airbus long haul family offers innovative solutions 
suitable to your neecds 





From philosophy to benefits 


A complete and coherent range of aircraft for 
long haul flights, opening new honzons for 
our 75 operators in all comers of the globe 


The A350 today is a new ster 
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diverse needs of the lona haul 
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FROM: Winnie Wong 
Managing Director, Far Eastern Economic Review 


{ would like to invite you to subscribe to the new, monthly Far Eastern Economic 
Review, à unique, Asia-based magazine of stimulating ideas and opinions. Building 
on its history of more than a half-century of publishing in Asia, the new Review 
proudly showcases the works of thought leaders (rom across the Asian scene. 
Articles are original, independent and incisive and concentrate on key areas of 
business, economics and politics affecting Asia today and in the future. 


| am confident you will become a satisfied member of chis forum for exchange of 
opinions and invite you to subscribe. 


Sincerely, 


Winnie Wong 
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A Rededication of Purpose 


formation is a perilous undertaking. Yet we take comfort in the 

thought that today’s challenge—to ensure that the REVIEW re- 
mains essential to understanding the region—is similar to that faced by 
our founding editor, Eric Halpern, in October 1946. 

Mr. Halpern, animmigrant from Vienna, initially settled in Shanghai 
and began publishing a fortnightly business magazine entitled Finance 
and Commerce. When China descended into civil war, he decamped to 
Hong Kong and started afresh with a weekly, the FAR EASTERN ECO- 
NOMIC REVIEW. For the first issue, he penned a brief but enduring Edi- 
torial Statement, which declared: 


TEERING A BELOVED and storied publication through a trans- 


The purpose of this weekly economic publication is to analyze and inter- 
pret financial, commercial and industrial developments; to collect economic 
news; and to present views and opinions with the intent to improve existing 
conditions. Politics and economics being connatural, it will be inevitable that 
this publication may at times appear to transgress its primary objective by 
reporting on, and dealing with, political affairs. 

At any time and in every case unbiased and dispassionate, factual and 
balanced reporting will be our aim and policy. 


Today the REVIEW rededicates itself to those lofty goals. The focus and 
format of the magazine has adapted over the decades to the evolving 
needs of our readers, and starting with this issue it becomes a monthly. 
We will also put more stress on politics, as Asian nations take their right- 
ful place on the world stage. But in many respects this current incarna- 
tion closely resembles Mr. Halpern’s original creation. 

For the first half of the REVIEW’s existence, two editors solicited and 
prepared free-lance articles of opinion and analysis covering the eco- 
nomics and politics of the Asian region. It published some of the most 
important voices in Asia—ranging from academics like John King Fair- 
bank, to prime ministers like Mahathir Mohamad, to opposition leaders 
like Benigno Aquino, to business leaders like Sir Lawrence Kadoorie and 
Richard Li—all of whom recognized the REVIEW as the region’s premier 
forum for exchanging ideas. And so it shall remain. . 

We seek the most incisive and provocative commentary from Asia’s 
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thought leaders of every ideological stripe, background and profession. 
The primary value judgment applied to the selection of articles will be 

whether they can advance progress toward prosperity, security and well- 
being for all Asians. The editors will continue to contribute to the maga- 
zine, but these articles will appear under their own bylines and should 

not be construed as representing the views of the magazine. 

Moreover, we will continue to offer independent reporting and analy- 
sis of Asia’s development. The editorial staff will once again enjoy front- 
row seats at one of the biggest stories in the world, China’s emergence 
as a great power in the spheres of politics and commerce. We will be 
traveling the region reporting what we see and hear, as well as welcom- 
ing free-lance contributions. 

As will be readily apparent from this issue onward, our primary em- 
phasis is on the written word, just as with the early REVIEW. We will 
respect our readers’ seriousness of purpose by concentrating on mak- 
ing the REVIEW’s contents clear, concise and accurate. The REVIEW will 
continue to tackle the thorniest debates with the familiarity of a local 
and the critical distance of an outside observer. 

The REVIEW’s willingness to do so has always been the source of its 
value to readers. In the early days, the contents included much else, from 
commodity prices to news dispatches from regions where the telephone 
and telegraph had not yet penetrated. Times have changed; now our 
readers can access real-time information at the press of a button. But 
that only serves to highlight the REVIEW’s strength. In an era of infor- 
mation overload, we will not simply be another source of primary news. 
Rather we provide new ways to think about and understand the trends 
affecting Asia. In this way, we hope to help you transform information 
into knowledge. 

Eric Halpern’s courage and foresight serve as our guiding example. 
When he began, Asia was still mired economically in the devastation of 
war, and indeed Hong Kong’s future as a tiny island of freedom looked 
precarious. Yet he began the REVIEW with a message of hope: “The pres- 
ent position and potentialities of Hongkong justify optimism.... Given 
reasonably stable conditions for the future, a period of prosperity will 
certainly follow.” We face new challenges with the same spirit of opti- 
mism about Asia’s bright future and the REVIEW’s continued role in it. 
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| from the E D I T O R | 


HE RE-ELECTION OF George W. Bush caused consternation 
in many Asian capitals, and it's no wonder. The U.S. president, 

with his straightforward statements of what he believes and 
what he intends to accomplish, has become a lightning rod for criticism 
that the American superpower is pursuing its own purposes with reck- 
less disregard for others. 

However, as Singaporean diplomat and scholar Kishore Mahbubani 
writes in a forthcoming book, excerpted in this issue, the behavior that 
so irks many Asians did not originate with the Bush administration, but 
has its roots in the closing chapter of the Cold War. With the Soviet 
threat vanquished, Americans breathed a sigh of relief that they could 

. Stop sacrificing for the good of the free world and concentrate on their 
self-interest for a while. 

Unfortunately they forgot that many of their friends and allies, par- 
ticularly in Asia, had also sacrificed. Those friends were looking to the 
U.S. for continued leadership in furthering the ideals that all had been 
fighting for. When no bold vision was forthcoming, disillusionment set 
in. This was somewhat obscured by Bill Clinton's charisma and his em- 
phasis on the diplomatic process, but in reality he was just as unilateral 
as Mr. Bush when it suited him. 

Ambassador Mahbubani doesn't just needle the U.S., he has some 
suggestions as to how Washington can remedy its declining standing 
in the world. Not all will agree with his ideas, but they are a good start- 
ing point for a debate—the kind of debate that the new monthly format 
ofthe REVIEW hopes to stimulate. 

Greg Rushford's essay sets out a telling example of the U.S. behavior 
which has dismayed Asians. While its diplomats and leaders preach the 
rhetoric of free trade to others, an obscure corner of the Washington 
bureaucracy manipulates import numbers in order to keep out Chinese- 
made garments and satisfy lobbyists for domestic industry. 

As a result, even though we are just weeks away from the end of a 
global quota system on textiles, a long-awaited reform that has the po- 
tential to increase global prosperity, Asian manufacturers and traders 
are still in a quandary over whether the U.S. will really live up to its 
commitments. The Chinese government is placed in the unreasonable 
position of having to tax its own exporters in order to destroy some of 
their comparative advantage. 

Jonathan Anderson addresses another aspect of this U.S. behavior, 
pressure on China to revalue the yuan. A reasoned analysis shows that 
Beijing's exchange-rate policy has little impact on the U.S. trade deficit. 
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Yet political imperatives at home have led the Bush administration to 
hector Beijing into making a rash move that would benefit nobody. 

Jeffrey Wasserstrom puts the recent news of ethnic clashes, protests 
and strikes in China into fresh perspective. As the translation from An 
Investigation of China’s Farmers shows, the situation in the countryside 
is truly dire, with the level of taxes and corruption perhaps even worse 
than the conditions that made the 1949 communist revolution possible. 
That is prompting a crackdown on dissent at the moment; as we went to 
press, arrests of public intellectuals were coming to light. 

But is this a continuation of the legitimacy crisis that shook the Chi- 
nese Communist Party to its foundations in 1989? Reread the essay from 
the REVIEW’s archives by Simon Leys, one of my personal heroes, and 
it is tempting to believe that we are witnessing a new chapter in the 
ongoing denouement of a rotten regime. Yet Mr. Wasserstrom makes a 
compelling case that Beijing successfully resolved the 1989 crisis, and 
the current unrest is the harbinger of a new historical pivot point. The 
common thread is hypocrisy—the stories that governments tell their 
people underpin their legitimacy, but when those stories are manifestly 
false, the mandate of heaven begins to slip away. 

Which brings us to the Philippines and Singapore. Francisco Sionil 
Jose, who I believe deserves to win the Nobel Prize for Literature, is 
sounding the alarm bell over the gap between his country's democratic 
ideals and reality. Recently, one of the country's oligarchs, Washington 
SyCip, suggested that the Philippines would be better off returning to 
authoritarian rule, and that is a real possibility given the constant ru- 
mors of an impending military coup. 

However, the problem is not too much democracy, but rather too 
little. For all its *revolutions," the Philippines has never accomplished 
a true transfer of power from the landed aristocracy to the people. As 
America's founding fathers understood, it is difficult to preserve politi- 
cal liberty if men are not independent economically. I do not believe 
that Mr. Jose is really working toward a revolution by force; rather he 
is trying to galvanize the country's youth to transform the country into 
a true liberal democracy with free-market competition. 

In Singapore, rhetoric and reality diverge just as sharply, as Garry 
Rodan writes. Singapore's prosperity depends on its reputation as an 
entrepot open to trade and investment, but at the same time the ruling 
PAP uses its control over the commanding heights of the economy to 
ensure its political dominance. The global emphasis on good corporate 
governance in the wake of the Asian financial crisis and the U.S. corpo- 
rate scandals has sharpened this contradiction. 

Will Singapore move with the times and make its leading institutions 
more transparent and accountable, or will a new generation of lead- 
ers cling to the tactics Lee Kuan Yew developed to fight communists 
in the 1960s? Hypocrisy also seems to presage a revolution of sorts for 
the Lion City. 

H.R. 
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Hopes for a New REVIEW 


I HAVE ENJOYED readingthe FAR EASTERN 
ECONOMIC REVIEW very much in the past 
few years, and I consider it the best news 
source for political and economic analy- 
sis of regional events. I have particularly 
appreciated both the focus on China, the 
awareness of issues and events in South 
Asia and Southeast Asia, and discussions 
of the influence of EU/American policies. 

As the new format begins, I have the 
following suggestions: 

Include an analysis section of key 
monthly events around the region. Per- 
haps this could include a main article an- 
alyzing the region's *event of the month" 
from a political and economic perspec- 
tive, but also include shorter analyses of 
other events. I hope this section avoids 
the temptation to become too esoteric, 
because I think many readers enjoyed the 
cogent, intelligent, hard-hitting analysis 
the REVIEW was famous for. 

Preserve Travellers' Tales! It's the first 
part of the magazine I open to. 

Make sure articles are couched in rel- 
evant history. I especially appreciated the 
REVIEW'S consistent awareness of region- 
al history. All news developments occur in 
a historical context. 

Make sure each issue includes articles 
that cover the REVIEW's major geograph- 
ic areas: China, Southeast Asia, and South 
Asia. 

I will be interested to see how the RE- 
VIEW changes in the future, and I trust it 
will continue to uphold a long-standing 
reputation for analytical excellence. 

Nate Jones 
Washington, D.C. 


AS THE REVIEW is now a monthly maga- 
zine, I would like to see serious articles 
predicting which direction each of the 
economies of the Far East will move in a 
considered time period, say of 10 years or 
halfa century. For this purpose it would be 
good if the REVIEW could meet and have 
in-depth interviews with heads of gov- 
ernments or other policy makers of these 
Far Eastern countries, particularly those 
in the areas of economics and finance. It 
would also be useful to have the views of 
heads or cEos of the top 10 companies of 
each of the Far Eastern countries present- 
ed continuously in the REVIEW. 
Junid Saham 
Kuala Lumpur 


I'VE BEEN FAMILIAR with the REVIEW 
since the early 1980s when my father 
brought home a couple of magazines 
each week. I could barely read English 
then but the pictures in these news maga- 
zines fascinated me. When I was able to 
read them myself, I remember that what 
I liked most were the news sections be- 
cause they opened my eyes to the world. I 
was a student in New Zealand when the 
Berlin wall came down, and reading news 
magazines such as the REVIEW and see- 
ing the pictures kept me abreast of such 
a milestone event that was happening far, 
far away. 


THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent vía fax to (852) 
2834-5291, by E-mail to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author's full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 
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However, since that day, I feel that 
most news magazines have neglected 
the most important aspects of reporting 
the news. It is true that people can read 
newspapers on the Internet everyday—I 
do that myself—but we don’t have all the 
time to find all the important things that 
matter to us. This is where printed pub- 
lications that have good sense of screen- 
ing and judging what's important to their 
readers came in handy. 

That is why I’m still subscribing to two 
newsmagazines, yours included. You help 
me connect to our region every week. As 
a government official in the trade sphere, 
perhaps what was in your magazine lately 
was not exactly what I needed to know, but 
I understood that this was for the benefit 
of the other readers. I would like to urge 
you not to lose your focus by trying to be 
too many things for everybody. 

I believe that the new monthly format, 
which I'm curious to see, will contain 
high-quality writing, analyses and in- 
sights, like the REVIEW in past decades. 
I certainly hope that the news reporting 
aspect will remain, though I'm not sure 
whether this is in accordance with your 
new strategy. But I'm willing to see the 
outcome. Needless to say, I would love to 
see Travellers' Tales survive intact! 

Best wishes for the REVIEW team on 
your new endeavor as well as for the New 
Year! 

Ms. Pimchanok Vonkhorporn 
Bangkok 


AS WE ARE QUICKLY progressing to 
global markets and production centers, 
I am very keen to get clear insights into 
what makes the Chinese products so com- 
petitive. What are their cost components 
and efficiencies? What cost components 
do they not have to include, if any? How 
do they ship garments that are on aver- 
age 20% cheaper than those of any other 
Asian country? 


I have subscribed to your magazine 
hoping to find answers to these questions, 
but no definitive reasons have been high- 
lighted to date. 

Jerry John 
Bombay 


SINCE THERE IS such a tremendous 
movement of professionals all over the 
world and especially in East Asia nowa- 
days, it might be of some interest to your 
readers to publish comparative details 
of salaries and other benefits for differ- 
ent groups of professionals such as CEOs, 
managers, professors and so on from time 
to time. Best wishes for the new REVIEW. 
Prof. C.S. Lim 
Kuala Lumpur 


I SUBSCRIBED TO the REVIEW because I 
was not getting enough in-depth analyti- 
cal coverage of the countries in Asia. If 
we get the same quality reading material, 
it doesn't matter if it is weekly or month- 
ly. To be honest, I had difficulty catching 
up on weekly readings. I hope we get the 
facts, and the flavor, of the events brewing 
in the countries in Asia. Looking forward 
to my first issue of the new REVIEW. 
Grace Ong 
Manila 


Disappointment at Losing 
The Old REVIEW 


I CAN BARELY express how upset I am 
at hearing the news that the REVIEW 
will change to a monthly journal. I have 
subscribed to your magazine for over 15 
years and have come to rely on it for the 
best news and analysis of the region. I suf- 
fered a bit when a few years ago the maga- 
zine was dumbed down and offered many 
“lifestyle” related articles, but continued to 
subscribe because of the reporting. 
Dow Jones has been nothing but a 
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I am both shocked and saddened to read about the 


imminent closure of the REVIEW as a weekly publication. 


miserable custodian of a long journalis- 
tic legacy and an abject manager of a fine 
magazine. They have ruined a fine maga- 
zine through their own inability to man- 
age intelligently and strategically. My 
sympathies to all those who will be losing 
their jobs. It is the Dow Jones managers 
who should be losing theirs. 

Charles Allard Jr. 


Tokyo 


I HAVE JUST read in the Japan Times 
that the REVIEW is to end its weekly for- 
mat in favor of a monthly “something.” I 
think this is a totally dumb thing to do! 
The reason given was financial losses, but 
my feeling is it was due to lack of interest 
on the part of Dow Jones. With the right 
guidance and interest the magazine could 
have made money. 

I have been involved in Asia as a busi- 
nessman and for the last 10 years as an ac- 
ademic. The REVIEW has always been my 
first source for news, even with the Inter- 
net. The articles are generally short and to 
the point. The REVIEW has been fearless 
in reporting things as they are, hence their 
banning at various times, and they have 
never been hesitant to criticize China and 
its handling of Hong Kong. - 

This is another unreasoned corporate 
decision made without thought for the 
REVIEW’s Stakeholders. Please be assured 
that I will try the new “something.” 

John Brownlee-Baker 
Kushiro, Japan 


THE REVIEW HAS always been a reference 
for all people concerned with what has be- 
come the center of the world, Asia, and it 
is very sad to learn that you are going to 
disappear, or be transformed into some- 





thing else. 

Besides advertising difficulties, it 
seems that the evolution of the magazine 
towards an Americanized editorial con- 
cept has ruined its profitability. Titles are 
living organs, they see the light, they die, 
and they have to evolve. But when you be- 
gin to focus on advertisers instead of 
readers, you play a dangerous game. You 
end up with a standardized product, and 
when ads stop flowing in, you are close to 
the end. 

Or maybe it's the failure of American 
culture, which is not so attractive on this 
side of the planet anymore. Anyway, Mer- 
ci, thanks to all of you for your dedicated 
reporting during these many years, and all 
the best to you in trying to refocus. 

Thierry Dussard 
Paris 


THE REVIEW WAS my window on Asia 
in the 1960s and ’70s. I remember Rich- 
ard Hughes' contributions fondly, though 
that was a minor part of the magazine. 
And Shroff, wasn't it? The statistics pages 
were a unique resource. 

The problems included the dense prose 
style in the tradition of the Economist, 
which got to be a bit much in the age of 
Google news. Breaking news was always a 
week late. And it got to be too expensive. 

You'd think there would be more de- 
mand for the REVIEW now that Asia is 
the engine of global economic growth— 
a subject that should be of interest to 
everyone. 

Clement Ogden 
San Francisco 


I AM BOTH SHOCKED and saddened to 
read about the imminent closure of the 


REVIEW as a weekly publication. I am one 
of the dying breed who very much enjoyed 
_taking the time to digest your in-depth re- 
porting—far preferable to the instant, “fast 
food” version provided by the Internet and 
24-hour TV news channels. 

I would like to take this opportunity to 
say how much I have always enjoyed read- 
ing the REVIEW, whether as a subscriber or 
on an occasional basis, plus the quality, the 
variety and the high standard of the infor- 
mative articles contained therein on such 
a broad range of topics. The demise of the 
REVIEW marks the passing of an era, and 
without the familiar cover of the REVIEW 
at the newstands, the face of a well-loved 
friend will be missing. 

Please advise me how I can sign up as 
soon as possible for a subscription to your 
new monthly magazine. Thanking you in 
anticipation for your assistance and con- 
gratulations to you all for your first-class 
contributions to the field of journalism 
throughout your years of publication and 
very best wishes for the success of your 
new enterprise. 

Anna Saunsbury 
Terengganu, Malaysia 


I HAVE BEEN a long time reader of the 
REVIEW, and feel rather dejected at Dow 
Jones’s decision to terminate this out- 
standing publication. While you often 


have informative economic and politi- 


cal writings about East Asia, the weekly 
has for some time degenerated because 
of a number of articles that do not fit into 
any form of the related objectives of the 
REVIEW. 

One glaring example is to allot precious 
space for a long letter on Asian names in 
the Nov. 4 issue that has practically noth- 
ing to do with the aim of the magazine. 
After all, what is in a name? Surely there 
are other more relevant letters that should 
be considered. (You once claimed to have 
received almost a thousand letters per 
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week.) How pathetic! 

With this kind of editing, one wonders 
why you would not lose out in your sales 
ànd subscriptions. Indeed, the outcome is 
in a great measure your own doing. What 
a pity! 

In any case, my sympathy goes to those 
who have to look for new jobs. My advice 
would be: In your future undertakings, al- 
ways focus on the main goals of what you 
are doing. 

John Spencer 
Tokyo 


I WAS VERY disturbed, indeed depressed, 
to hear that the REVIEW 1s changing its 
format from a weekly to a monthly. As a 
graduate student at Georgetown's School 
of Foreign Service, I depend on the RE- 
VIEW for my various research papers and 
projects. I can only imagine my academ- 
ic work will suffer from the loss of inno- 
vative, in-depth, thought-provoking and 
entertaining pieces. I will be first in the 
picket queue to stop the REVIEW from be- 
coming a monthly. 
Christine Wai 
Washington D.C. 


I JUST HEARD about the REVIEW chang- 
ingto a monthly format with articles from 
academics and officials, and I am very dis- 
appointed to see the old magazine meet its 
demise. 

Having just subscribed to the magazine 
earlier this year, I was about to start a life- 
long obsession with reading the REVIEW, 
which every week offered the best insights 
on the business and political worlds. I 
thoroughly enjoyed the articles, ranging 
from the Chinese influence over the Me- 
kong River region to the Japanese tussle 
with France over the experimental nucle- 
ar fusion reactor. 

I look forward to reading the new 
monthly format of the REVIEW and hope 
it will be just as good in terms of reporting, 
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I believe that the new monthly format, which I’m 
curious to see, will contain high-quality writing, 


analyses and insights, like the REVIEW in past decades. 


analysis and market insights in the most 
dynamic region in the world. 

Ho Wai-Ming 

Hong Kong 


LET ME FIRST SAY I am truly sorry to see 
the old REVIEW stop operations. I always 
enjoyed reading it for its no-nonsense cov- 
erage of the region's events. 

I will especially miss the editorials. In 
a region that is dominated by less than 
free systems, with the media almost ev- 
erywhere heavily government influenced 
(and I am writing out of Singapore!) it 
was refreshing to read one or two pieces 
a week analyzing the situation in Asia 
without prejudice. Where else can this be 
found? It would be great to keep that and 
not become a platform for political cam- 
paigning. 

In addition I always enjoyed the articles 
on social changes, be they demographic, 
cultural or just the latest craze in Japan, 
as well as reviews of movies and books 
coming out of Asia. 

Martin Wolf 
Singapore 


Golden Rice as Expected 


I AM WRITING in response to your arti- 
cle of Oct. 28 entitled *Biotech: Thailand's 
GMO Growing Pains." In the article you 
write, “Janet Cotter, a scientist at Britain's 
Exeter University who works with envi- 
ronmental group Greenpeace, notes that 
many GMO experiments have had unin- 
tended consequences. In particular, she 
points to a GM rice experiment conducted 





by Syngenta that aimed to enrich the grain 
with more Vitamin A, but also mysterious- 
ly changed its natural red color to yellow. 
‘When these unexpected effects occur, it 
shows how big the knowledge gap really 
is,” says Cotter. ‘That raises big questions 
about GM food safety." 

This comment is completely inaccurate. 
At no stage during Syngenta’s research to 
produce rice with enhanced beta-carotene 
have we worked with the red rice variety 
Ms. Cotter indicates; we have exclusively 
used white rice varieties. 

Syngenta is supporting the inventors of 
Golden Rice in their humanitarian proj- 
ect, genetically modifying rice to produce 
beta-carotene (pro-vitamin A) in the grain, 
which when eaten, can be converted to vi- 
tamin A in the body. This has the potential 
to provide genuine humanitarian benefit 
in parts of the world where Vitamin A de- 
ficiency is prevalent and where rice pro- 
vides the staple diet. 

Through enriching the rice grain with 
beta carotene, a colored “carotenoid” com- 
pound found naturally in many plants (e.g. 
carrot roots), the modified rice takes on a 
golden hue, hence the term *Golden Rice." 
There is nothing “mysterious” or *unex- 
pected" about this change in color. 

At no time in our research to assist the 
Golden Rice program has Syngenta used 
a red rice (red rice is a weedy rice) or in- 
deed experienced “unanticipated” changes 
in the color of grains following transfor- 
mation. 

Dr. Ian Weatherhead 

External Relations Manager 
Syngenta European Regional Center 
Guildford, United Kingdom 
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Taiwan's Democracy 
Takes a New Step 


by John F. Copper 


LON GeO 


OING INTO TAIWAN’S 
Dec. 11 legislative elec- 
tions, most observers 
predicted the ruling 





Democratic Progres- 
sive Party and its allies would wrest the 
majority away from the Kuomintang-led 
nationalists. But Taiwanese politics is sel- 
dom predictable. Instead, the voters gave 
a slim but meaningful victory to the pan- 
blue alliance of rightist parties—the KMT, 
People First Party and New Party. 

As a result, some are interpreting the 
outcome as a major repudiation of Presi- 
dent Chen Shui-bian and his pro-indepen- 
dence leanings. But the real story of this 
election is simpler: Taiwan’s democracy is 
moving toward a two-party system more 
quickly than expected. 

The pan-blue camp won 114 seats (116 
if two KMT loyalists running as indepen- 
dents are counted), up from 113 before the 
election, to strengthen its majority in the 
225-seat body. The ruling pan-green alli- 


ance garnered 101 seats, and independents 
won 10. Among the individual parties, the 
KMT was the big winner, besting its show- 
ing in the 2001 election by 11 seats. Presi- 
dent Chen Shui-bian's DPP also gained 
two seats, but within the pan-green camp 
this was overshadowed by the failure of its 
ally, the Taiwan Solidarity Union, to estab- 
lish itself as a major force. 

This contradicted the idea that the 
more radically pro-independence TSU was 
pulling support away from the centrist 
DPP. Given the fact that the blue bloc lost 
the presidential election in March and the 
previous legislative election three years 
ago, the greens seemed to have the mo- 
mentum needed to end the “cohabitation” 
that had caused legislative gridlock ever 
since Mr. Cher's election in 2000. 

Interpreting the meaning of the out- 


œ» Mr. Copper is the Stanley J. Buckman profes- 
sor of international studies at Rhodes College in 
Memphis, Tennessee. 
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This election result suggests Taiwan’s fragmented 


politics is giving way to a two-party system. 





come is complicated by Taiwan’s unusual 

electoral system. This election marked the 

last time that a single-vote, multimember 

district system is used before a newly 
passed constitutional amendment goes 

into effect. Since candidates from the large 

parties compete with each other as well as 

others in their bloc, party leaders tell vot- 
ers in advance who to vote for; in other 
words they “distribute” votes. 

The pan-blue camp did this very effec- 
tively in this election. It put forward only 
116 candidates for the 168 regional seats, 
while the green parties nominated 122. 
Pan-blue strategists seemed to have 
learned the lesson that nominating too 
many candidates in the last election dilut- 
ed their support. Pan-green planners, by 
contrast, were overconfident, and became 
confused when their candidates ran 
against each other. The DPP had difficulty 
coordinating with its allies in the TSU. So 
the pan-blue victory does not necessarily 
mean that support for President Chen’s al- 
liance is ebbing away. 

Issues also mattered, however. Trou- 
bled cross-Strait relations favored the pan- 
blue bloc. President Chen provoked tension 
with China, as he did in the past three 

.election contests, in order to stir up ethnic 
feelings and exploit local nationalism. But 
this tactic has grown stale, and some saw 
it as dangerous. Others opined it didn’t 
make sense in view of Taiwan’s growing 
economic ties with China. 

A major weapons procurement bill 
pushed by the Chen administration also 


hurt pan-green candidates. A majority of 
voters did not support the huge $18 billion 
expenditure and the pan-blue exploited 
this—citing many other uses for the mon- 
ey, thus winning votes and negating the 
liberal parties’ social agendas. 

Relations with the U.S. did not help the 
pan-greens either. The U.S. State Depart- 
ment sternly warned President Chen about 
his advocacy of independence going into 
the election, including his proposal to 
write a new constitution. 

In the end, even the strong economy 
did not work to pan-green’s advantage as 
many thought it would. The growth is due 
in large part to deepening economic ties 
with China—no thanks to Mr. Chen who 
was, most voters perceived, seeking con- 
frontation with the mainland. Perhaps 
more important, sour relations with China 
made Taiwan seem isolated and in danger 
of being left out of the formation of a re- 
gional economic bloc. 

Another problem for the DPP was find- 
ing enough top quality candidates. Many 
of their able politicians had accepted posi- 
tions in the Chen administration and didn’t 
want to run for the legislature. Thus the 
ruling party didn’t have a enough talent. 

President Chen was not even able to ex- 
ploit the election-eve 25th anniversary of 
the Kaohsiung Incident, a major turning 
point in Taiwan’s transition from one-par- 
ty rule in which he played a significant 
role. However, the evocation of this glori- 
ous history was undermined by the fact 
that Shih Ming-teh, who received the lon- 
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gest prison sentence and later served as 
chairman of the DPP, ran against his for- 
mer allies as an independent candidate. 

Finally, the pan-greens didn’t use the 
democracy plank effectively. The DPP had 
long championed “real democracy,” charg- 
ing Taiwan must have interparty competi- 
tion if its democracy was to mature. But 
now Mr. Chen has been in office for four 
years, and the DPP has been the largest 
single party for three. There are serious 
questions about whether democracy has 
been “consolidated” in this period. A 
French journalists’ organization reports 
that there has been a decline in press free- 
dom under Mr. Chen, confirming, to some 
at least, pan-blue complaints about a “Chen 
dictatorship” and “green terror.” Scholars 
claim that they have been blacklisted, and 
some known former DPP leaders, not just 
Mr. Shih, have abandoned the party to 

“promote democracy.” 

Although pan-blue’s victory was hard- 
ly aresounding one in terms of the makeup 
of the new legislature, this election will 
likely influence Taiwan politics in some 
profound ways. Some had questioned the 
survival of the KMT—being a multiethnic 
party was a handicap, as was its past re- 
cord of oppression. The outcome suggest- 
ed these will not be insurmountable. 

President Chen will have more difficul- 
ty governing for the next three years be- 
cause of the pan-greens’ defeat, and may 
even be a lame duck president. He will ob- 
viously have to cooperate more with the 
opposition. Either the pan-blue will decide 
more policies, or gridlock may get worse. 
Yet the public is thoroughly sick of politi- 
cal feuding as indicated by the low voter 
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turnout in this election—59%, compared 
to 66% in the last legislative election. Both 
sides have to consider this in planning for 
the next election. 

This election suggests a two-party sys- 
tem is in the offing. The KMT did well; its 
partner the smaller PFP did not. The DPP 
made a slight gain; the TSU did not. The 
changes in the constitution will favor a 
two-party system, but this effect is being 
felt earlier than expected. As a result, par- 
ty merging could happen soon. 

This election's results will alleviate ten- 
sions between Taiwan and China, since 
Beijing has expressed pleasure at President 
Chen's reversal. It's likely that the pan- 
greens will not push the independence 
agenda as hard, for a while at least. Yet it is 
unlikely the pan-blues will make any seri- 
ous concessions to Beijing. After all, unifi- 
cation has very little appealin Taiwan. 

U.S. relations may also improve. From 
the outset, the Bush administration was 
very pro-Taiwan; it felt China was a threat 
and it was in the U.S. national interest that 
Taiwan remain separate. But many came 
to see President Chen as a troublemaker, 
and State Department officials dislike him 
intensely. The good news from Washing- 
ton's point of view is that after this elec- 
tion made him weaker at home, President 
Chen will have to be more careful to main- 
tain U.S. support. 

However, despite its surprise outcome, 
it would be a mistake to read this election 
asasign of a major shift in the Taiwanese 
views or that the voting bases of the two 
blocs has changed. While it showed that 
Taiwan's democracy is maturing, this was 
not a watershed event. 
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Rehabilitating 
America 


by Kishore Mahbubani 
DO 
MERICA HAS BEEN the most benign dominant power 


in world history. It has conquered the world with its 


ideas, values and management systems—and not, as 





commonly believed, with its military might. As Presi- 
dent Ronald Reagan often said, America is the city on the hill. 

Hence it’s only natural for Americans to believe that the prescrip- 
tion for the 21st century is a simple one: Let’s have more of the same. 
But that would be a mistake. 

A simple analogy may explain why. In the past, before globaliza- 
tion brought us together, mankind used to sail in different boats. At 
points, we connected. But our destinies were shaped primarily by 


forces inside our boat, not outside. Today, as a result of globalization, 
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we no longer sail on different boats. All our boats have been fused 


e» Mr. Mahbubani is dean of the Lee Kuan Yew School of Public Policy and the former Singaporean 
ambassador to the United Nations. This article is excerpted from his forthcoming book Beyond the Age 
of Innocence: Rebuilding Trust Between America and the World, to be published in March by Pub- 
licAffairs. These are his personal views and do not reflect the views of the Singapore government. 
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into one. We all sail on the same boat, 
“Spaceship Earth." 

This is not an abstraction, it is an ac- 
tual description of the state of our world. 
Increasingly, events that begin in one cor- 
ner of the globe affect the opposite sides 
almost immediately. The Asian financial 
crisis began in Bangkok, Thailand, in July 
1997 and eventually reached American 
shores via Indonesia, Malaysia, South Ko- 
rea, Russia and Brazil. The SARS virus be- 
gan in avillage in southern China, reached 
Hong Kong and from Hong Kong went al- 
most simultaneously to two opposite 
points of the world, Singapore and Toron- 
to. America escaped SARS by a whisker. 

But perhaps the best illustration to use 
for an American audience would be the 
events of 9/11. A plot hatched in a distant 
village in Afghanistan led to the demoli- 
tion of the World Trade Center Towers in 
New York City. America and Afghanistan 
are also sailing on the same boat. 

There is one fundamental problem. 
Each boat needs a captain and crew who 
take care of the entire boat. Spaceship 
Earth has none. It does, however, have a 
dominant power that makes decisions af- 
fecting the entire boat. But it makes these 
decisions not to benefit the entire boat: Its 
primary interest is in the well-being ofthe 
occupants of the dominant cabin, the 
American cabin. 

This dominant power does not intend 
to harm the other occupants. But by mak- 
ing decisions that benefit primarily less 
than 596 of the occupants of the ship, re- 
sentment develops among the other 9596 
of the occupants of Spaceship Earth. 

This has created a sullen anger toward 


America. But this anger was not inevitable. 
Until recently, there were huge reservoirs 
of goodwill toward America among the six 
billion other inhabitants of this earth. 
America had accumulated these reservoirs 
of goodwill almost absentmindedly, with- 
out intending to do so. Indeed, most Amer- 
icans were probably unaware of these 
huge reservoirs of goodwill. 

Tragically, most Americans were also 
unaware when these reservoirs of good- 
will began to drain away over the past de- 
cade or so, to be replaced in some parts of 
the world, especially in some corners of 
the Islamic world, by reservoirs of hate 
and anger. 


The Error of Normality 


AT THE END of the Cold War, America 
made an awesome strategic error: It de- 
cided to behave like an ordinary country. 
There is nothing inherently wrong with 
behaving like an ordinary country, espe- 
cially a peaceful ordinary country. The 
only problem is that over the course of 200 
years, America had succeeded in convinc- 
ing mankind that it was an extraordinary 
country. 

It had demonstrated this both in word 
and deed. Indeed, nothing captured better 
the willingness of America to do good for 
the world than the famous and enduring 
words of President John F. Kennedy in his 
1961 inaugural address: 


Let every nation know, whether it wishes 
us well or ill, that we shall pay any price, 
bear any burden, meet any hardship, sup- 


port any friend, oppose any foe, in order 
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The rising levels of anti-Americanism are not a 


passing problem but a possible tectonic shift. 


to assure the survival and the success of 


liberty. 


The end ofthe Cold War was therefore 
a unique moment in America's relations 
with the world. It was at the peak of its 
moral authority. Almost all countries 
looked up to America. With so much ac- 
cumulated political goodwill, America 
could have done much more for the world. 
Instead, it chose effectively to retreat and 
disengage from the world, especially from 
many of the burdensome commitments it 
made during the Cold War. 

America never intended to do any harm. 
But the process of disengagement proved 
to be a wrenching and painful experience 
for many countries. Over the course of pre- 
vious decades, these countries had thick- 
ened their relations with America. Some of 
this thickening was a natural result of the 
growing global interdependence flowing 
from the various forces of globalization 
that America had unleashed. 

The fundamental message that Ameri- 
ca had sent to the world was: Open up your 
economies, integrate yourself with the 
world, and you will prosper. America 
would guarantee the continuation of a 
global order that would allow nations to 
flourish. This was the implicit social con- 
tract between America and its friends in 
the world. 

It will take decades before we under- 
stand why America decided to behave like 
a normal country. However, it will not 
take decades to understand the conse- 
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quences. Many countries suffered direct- 
ly or indirectly as aresult of the American 
process of disengagement. What is even 
more troubling is the possibility that per- 
haps the events of 9/11 had their origins 
in this American decision to walk away 
from the world, and to walk away (with- 
out thinking through the consequences) 
from countries with which America had 
developed close relations. 


HERE IS A strong desire on the 
| part of American intellectuals 


to believe that this problem of 





rising levels of anti-Americanism is a 

“passing shower.” They argue that America 
has gone through such bad patches before, 
as it did during the Vietnam War. Hence, 
this will also pass. 

Many also believe that the rising levels 
ofanti-Americanism are the result of what 
they perceive to be the insensitive interna- 
tional policies of the Bush administration 
in particular. They hope and believe that 
if the neocons are removed from office and 
replaced by a gentler and kinder adminis- 
tration, the problem ofrising levels of anti- 
Americanism would gradually disappear. 
It is difficult to convince these people that 
they are dealing not with a passing prob- 
lem but a possible tectonic shift. 

One way to describe the danger that 
America faces is to describe it as the “So- 
vietization” of American power. What tru- 
ly distinguished American power from 
Soviet power both during and after the 
Cold War was that American power was 
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always perceived to be more “legitimate” 
in the eyes of most of the international 
community. Most Americans would like to 
believe that this was a natural result of the 
supremacy of American ideology over So- 
viet Marxist ideology. 

In practice, there was no doubt that the 
American model was far superior to the 
Soviet model, not only because it delivered 
a higher standard of living and greater af- 
fluence. More importantly, the eyes of the 
world could see that the Soviet people 
were held together by the brute force of a 
totalitarian state. In its dealings with the 
rest of the world, the Soviet Union showed 
a brutal and hard face. Most of its allies on 
its periphery stayed within the Soviet 
sphere not out of free will but under du- 
ress. Given a choice, most would have 
walked away from the Soviet bloc. 

By contrast, most of America’s allies 
were allies by choice. They were happy to 
participate in the international order cre- 
ated by America that provided for prosper- 
ity for American people and for their own 
citizens. For most countries, an alliance 
with America was a win-win partnership. 

When the Cold War ended, most Amer- 
icans felt that nothing fundamental had 
changed. But a major shift in American 
policies took place. Most of the incentives 
that America had for creating win-win 
partnerships disappeared. Hence, while 
the form of many Cold War relationships 
remained the same, the substance of these 
relationships began to change. 

Gradually, more and more countries, 
like Pakistan and Thailand, found that 
their long history of cooperation with 
America during the Cold War no longer 
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mattered to America. Those partnerships 

that were valuable when America needed 

to confront the Soviet Union became lia- 
bilities rather than assets, carrying politi- 
cal and economic costs with few apparent 
dividends. 

There was nothing devious or perfidi- 
ous about this U-turn in American posture 
toward the rest of the world. Viewed un- 
der the cold light of reason, one could 
agree that this American move was both 
rational and justifiable in terms of Ameri- 
can national self-interest. 

The prevailing rules of the internation- 
al order go back to the Treaty of Westpha- 
lia, which recognized that each nation 
should be allowed to advance its national 
interests. Altruism was not built into the 
deal. Win-win partnerships were allowed. 
Butso too were zero-sum games when the 
more powerful state, if it had the power to 
do so, could try to bend the international 
order to serve its interests. 

Asthe Cold War ended, American policy 
makers began to realize that America had 
far greater power than any other country in 
the world. And the temptation to bend the 
international order to serve American na- 
tional interests became greater with each 
passing year. The international system had 
not developed any checks and balances to 
counter this huge American power. No one 
knew how to. And the power began to be 
asserted more often. 

While there were no formal checks and 
balances to unilateral use of American 
power, there was one force emerging to 
counter it. Ironically, this force had also 
been unleashed globally by America: the 
force of American ideals. Any intelligent 
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The world's Americanized elites are holding the U.S. 


government to the same standards as Americans. 


soul living anywhere in the world in the 
post-Cold War era believed that the best 
way of life in the planet was the American 
way of life. 

These intelligent souls flocked to 
American universities to study. Indeed, as 
aresult of American generosity in opening 
up its universities to the elites of the world, 
America has successfully educated and 
opened the eyes of these elites. They un- 
derstood both the philosophical underpin- 
nings and thelanguage of American social 
science, whether it be in the political, eco- 
nomic, social or legal fields. They learned 
one of the most important insights of 
American social science: Always describe 
political and economic realities as they are, 
not how you wish them to be. 

The rising level of knowledge and un- 
derstanding all around the world is in 
many ways the result of America's export 
of its ideas and ideals to the rest of the 
world. It is hard to imagine how the cur- 
rent dramatic transformation underway in 
both China and India could have occurred 


. without their elites having been trans- 


formed by their immersion in or contact 
with the American way of life. America 
has successfully Americanized the elites 
of the world. 

But having been Americanized, they 
hold the American government to the 
same high standards abroad that Ameri- 
cans hold their own government to at 
home. This has created an obvious and 
acute tension. The American government 
was structurally designed to serve the in- 





terests of the American people, not the 
interests of the Americanized non-Ameri- 
can elites of the world. 

This has inevitably led to massive dis- 
illusionment with America. The most dis- 
appointed are the most Americanized, a 
curious consequence of frustrated enthu- 
siasm. America has given them intelligent 
eyes and minds. They are now using them 
to expect the best American standards of 
America. 

If the Americanization of the elites of 
the world continues to grow as a result of 
America generously sharing its universi- 
ties with the rest of the world, and if 
America continues to use its power to only 
protect or enhance its short-term national 
interests in a shrinking global community, 
the logical result will be growing waves of 
disillusionment. Over time, these waves of 
disillusionment will lead to the delegitimi- 
zation of American power in the eyes of 
the rest of the world. 

This will not happen immediately. 
The reservoir of legitimacy that Ameri- 
can power rests on today will last some 
time yet. But 9/11 also demonstrated that 
something fundamental has changed in 
the way America is perceived by the rest 
of the world. 

In the three years that have passed 
since 9/11, I have had the opportunity to 
discuss that day's events with people from 
allover the world. Publicly most countries' 
governments and peoples have expressed 
sympathy and support for the victims of 
9/11. In private, however, I have discov- 
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ered a much greater variety of reactions. 
What has truly struck me is the high de- 
gree of quiet satisfaction I have heard over 
the fact that America had finally felt some 
of the pain and hurt that so many people 
around the world take as part of their ex- 
istential condition. 

The gradual “delegitimization” of 
American power means that when Ameri- 
cans travel overseas or gradually begin to 
understand how they are viewed, they will 
have to deal with the contrast between 
their own image of themselves as benevo- 
lent global citizens and the realization that 
the rest of the world views them as citi- 
zens of a potentially aggressive power. 

Over time, there will be political and 
economic and even military and security 
costs of this growing delegitimization of 
American power. But in the short run, the 
first painful reality that America will have 
to deal with is a gradual loss of national 
self-esteem in a shrinking global village. 


EW AMERICANS RESIST the no- 
tion that we are all now passen- 
gers on the same boat. They. feel 
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the impact of the rest of the world on their 





daily lives. Yet they also feel uncomfort- 
able when I suggest that if we are all pas- 
sengers on the same boat, we need a 
captain or crew to man this common boat. 
The idea that we need to have better man- 
agement of global issues has not yet sunk 
into American consciousness. Thus, Amer- 
icans both want a more stable world order 
and do not want to think about how to 
bring it about. 

There are a few critical strategic deci- 
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sions that America has to make: 

The first decision may seem obvious 
and commonsensical: America first has to 
decide that a stable world order is in its 
own interest. In their rhetóric, American 
leaders never hesitate to mention that they 
support global stability. But in its deeds, 
America sends mixed messages. 

The essential problem is that there is 
no built-in coherence in American policies 
toward the world because no major strate- 
gic decision has yet been taken to achieve 
such coherence. Each decision is made on 
the basis of specific short-term consider- 
ations, pushed by specific constituents like 
the textile manufacturers in North Caro- 
lina or the automobile manufacturers who 
insist that the SUVs designed to carry pas- 
sengers be given the same tax treatment 
as trucks. 

The time to make such a strategic deci- 
sion is now. The world has not turned ir- 
reversibly against America. One of the 
biggest contributions that America has 
made to the world has been to increase the 
intelligence and sophistication ofthe elites 
and populations passing judgment on 
America. They can see whether American 
policies are formulated with their inter- 
ests or concerns in mind. They can distin- 
guish form from substance, rhetoric from 
reality. This increasing intelligence and 
sophistication is an asset that America can 
use to its advantage. 

The second strategic decision that 
America has to make flows from the first. 
Whenever the American government 
makes any major decision, it should take 
into consideration the international im- 
pact of its decisions. To put it simply, it 
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should apply the Law of Intended Interna- 


tional Consequences. 

The word “intended” may cause some 
confusion. Most of the time, when Ameri- 
ca makes its decisions it does not “intend,” 
in the sense of being consciously aware of 
such an intention, to harm anybody else. 
When it gives subsidies to its cotton farm- 
ers, it does not “intend” to harm West Af- 
rican farmers. When it keeps gas prices 
low to ensure that its politicians get re- 
elected, it does not “intend” to harm the 
world by causing global warming. Surely 
these adverse international consequences 
should be more accurately described as 

“unintended” rather than “intended.” 

In a world where we are ignorant of the 
impact of our actions, it may be possible to 
argue that these adverse consequences 
were unintended. But America has done 
more than any other country to abolish 
this universe of ignorance. Ignorance is no 
longer an excuse in a universe where in- 
formation is abundant. 


ORDS MATTER TOO. Many of 
my American friends have told 
me that I should ignore the 
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“prattle” among the chattering classes of 





America about the arrival of the Age of the 
American Empire. They dismiss it as an- 
other silly season in America that will 
come and go, like any other fad. But it 
would be unwise to underestimate the im- 
pact of this prattle, if indeed it is only 
prattle, about the American empire. It 


The essential problem is that there is no built-in 
coherence in American policies toward the world. 






does indicate that there is a strain in 
American thinking that does dream of the 
possibility of creating such an empire and 
perhaps enjoying some of the sweet fruits 
of imperialism. 

Any American who dreams of empire 
should be aware that the very notion of 
creating or recreating an empire is deeply 
offensive to my generation of Asians who 
have experienced both colonial rule and 
the pleasures of independence. British co- 
lonial rule was by far the most benign of 
any European colonial rule. But even so, as 
one who was born a British colonial sub- 
ject, I can testify that in any colonial rule 
there are the rulers and the ruled, the 
shepherd and the sheep. It is mentally de- 
bilitating to live under a condition of non- 
citizenship, to live in one’s own land and 
not feel a sense of ownership. 

One big lesson of the Iraq war is that 
America is not ready for empire. America 
has the military means to conquer any 
country. Indeed, the military invasion of 
Iraq was brilliant, accomplished with min- 
imum American casualties. But the occu- 
pation has become a textbook case study 
of how not to occupy a country. Many mis- 
takes were made. 

Perhaps the most fundamental mistake 
was the assumption that American troops 
would be welcomed as liberators. This as- 
sumption was deeply ingrained in many 
American minds because most American 
minds only saw Iraq through the prism of 
their good intentions. They forgot to ask 
the obvious question: Which country in 
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the world today welcomes foreign soldiers 
on its soil? Two years after the invasion 
and occupation, Americans gradually be- 
gan to understand why foreign invasion 
was resisted. 

The third strategic decision that Amer- 
ica has to make is to change its policies 
toward all multilateral institutions: It 
should no longer use its overwhelming 
power and influence within these organi- 
zations to merely serve short-term Amer- 
ican interests. Instead it should weigh 
global interests and assess the impact of 
its policies on the rest of the world. 

The multilateral infrastructure that 
America created in 1945 was a gift to the 
world. It created a global framework that 
allowed many other nations to flourish. 
Today, after six decades of growth and de- 
velopment, these multilateral institutions 
could be seen as a gift to America. Over 
time, they have built up both legitimacy 
and many key operational skills. If well uti- 
lized, they could serve both America and 
the world well. The only key question that 
the world will ask is this: Are they being 
utilized only to serve American interests 
or will they also serve global interests? 

The selective response to crises by the 
International Monetary Fund and United 
Nations Security Council is a problem. Ifa 
country is politically significant, the IMF 
assists. If it is not, the country is left twist- 
ing in the wind, as Thailand was. Likewise, 
when the Security Council intervenes ef- 
fectively in conflicts, it saves lives, as it did 
in East Timor and Sierra Leone. When it 
does not, it can contribute to disaster, as in 
the genocide in Rwanda. 

The time has come for America to 
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honestly evaluate whether it has used its 
enormous power in the IMF and Security 
Council to promote global interests or the 
narrow interests of America. It was an ar- 
chaic misjudgment to believe that turbu- 
lence in a faraway country could not affect 
a First World metropolis. Afghanistan in 
the 1990s was treated as a strategic orphan. 
Osama bin Laden was given a free hand to 
move around. Now, Afghanistan may have 
been fixed temporarily. But there are other 
“failed states” in the making. 

In a shrinking globe, the Security 
Council must develop a more consistent 
set of principles on when and how to inter- 
vene. American leadership to achieve such 
consistency is vital. The financial resourc- 
es required would be small. By not inter- 
vening in Afghanistan over the course of 
the 1990s, the United Nations may have 
saved a few hundred million dollars. On 
the other side of the ledger, does anyone 
know yet the real economic costs of 9/11? 
Was it a hundred billion dollars? Or was it 
a trillion dollars? 

A more consistent record of conflict 
prevention and resolution will cost the 
world little, but the global benefits of being 
perceived to be minding the interests of 
the entire global village would be im- 
mensely helpful in rebuilding America’s 
prestige and moral standing. 

In conceiving the Bretton Woods insti- 
tutions and the United Nations, America 
did more than create a few critical global 
institutions. It also established a code of 
conduct that over the past half century or 
more has made the world a more civilized 
place. War has not been abolished. But 
wars have become distinctly less frequent 
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To regain goodwill, America must strengthen its 


commitment to act by the legal code it designed. 


since the American-inspired U.N. Charter 

was drafted “to save succeeding genera- 
tions from the scourge of war, which twice 

in our lifetime has brought untold sorrow 
to mankind.” Today, it is almost inconceiv- 
able that any two modern developed soci- 
eties would go to war against each other. 

I come from Southeast Asia, which has 
sometimes been described as the Balkans 
of Asia. In fact, it is much more diverse 
than the Balkans. Every major religion 
is represented in Southeast Asia: Hindu, 
Muslim, Christian, Buddhist, Confucian. 
Yet, since the Association of Southeast 
Asian Nations was created in 1967, no two 
Asean nations have gone to war against 
each other. 

This is an enormous achievement. 
There are many reasons for it: leadership, 
luck, the strong American presence in 
Southeast Asia. But undoubtedly the deci- 
sion of the Asean countries to adopt the 
code of conduct that America had offered 
to the world after World War II made a 
huge difference. 

When the European states were pow- 


erful, they conquered the world. When 


America was powerful, it did not. America 
was probably the first power in history to 
demonstrate that it could achieve satisfac- 
tory dominance without have to invade 
and colonize. At the end of World War II, 
American international lawyers wove into 
both the U.N. Charter and prevailing in- 
ternational law the key principles that 
would guide the use of force in interna- 
tional relations. The delegitimization of 





the arbitrary use of force was one of Amer- 
ica’s greatest contributions to the world. 

That is one reason why the Iraq war 
had such a shattering impact on America’s 
standing in the world. When America de- 
cided to go to war despite having failed to 
get an enabling U.N. resolution, America 
tore a hole in the very consensus that had 
been an American gift to the world. 

It is almost impossible to assess the 
costs. Maybe it will not alter the course of 
human history. The progressive delegiti- 
mization of the arbitrary use of force that 
the world has grown accustomed to may 
well continue apace. But it is also conceiv- 
able that America has created a loophole 
that other nations may also use when it 
serves their short-term interests to do so. 

To regain the goodwill of the world, 
America must nurture and strengthen its 
commitment to act by the code that it de- 
signed for the world. Given the enormous 
stake that America has in a stable and civ- 
ilized world order, America should once 
again be in the forefront, as it was at the 
end of World War II, in promoting greater 
respect for international law. Having cre- 
ated a web of international law, it ultimate- 
ly will serve American interests and 
global interests to observe and strengthen 
it. American leadership in this area again 
can win global goodwill. 


HE FOURTH STRATEGIC deci- 
sion that America has to make 
may well be the easiest: to con- 
tinue building the best human society ever 
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seen in history. American society is not 
perfect. It has many flaws. But many peo- 
ple believe that the society that comes 
closest to perfection is America. To me, 
the virtue that most deserves to be cele- 
brated is the belief of each American citi- 
zen that he has equal worth to any other 
citizen, regardless of birth, wealth or cir- 
cumstance. The self-confidence of the 
American individual citizen is a joy to be- 
hold. You see it everywhere. 

The world would be a much darker 
place if it were deprived of the American 
dream. All human societies are, in one 
form or another, prisoners of their past. 
The ability of any human society to prog- 
ress forward depends on its ability to es- 
cape from the dead hand of the past. Asian 
societies are blessed with long and rich 
histories. But these long histories also act 
as a brake on embracing the future. Many 
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Asians had to leave their own societies and 
live in America to begin to realize their 
own potential. 

America is therefore an atypical human 
society. Until recently, it has served as a 
powerful beacon, pointing to a future for 
all of humankind. That is its essence, its 
real mission: to remain true to its soul and 
remain an extraordinary society. Over 
time, all of humankind will emulate the 
best features of American society. All that 
America has to do for the next hundred 


years is to keep the flame alight. If it does : 


this, it will receive humankind's resound- 
ing applause and thanks at the end of the 
Alst century. 


From the book Beyond the Age of Innocence by 
Kishore Mahbubani. Copyright 2005. Reprinted 
by arrangement with PublicAffairs, a member of 
the Perseus Books Group. All rights reserved. 
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Beying’s New 
Legitimacy Crisis 


by Jeffrey N. Wasserstrom 





OR WELL OVER a decade, 
many Western journal- 
ists and China specialists, 
myself included, have 





routinely referred to the 
Chinese Communist Party as trying to ride 
out an ongoing legitimacy crisis triggered 
by the dramatic protests and brutal crack- 
down of 1989. It is time to rid ourselves of 
this comfortable rhetorical habit. 

Why? Because it reinforces what are by 
now misleading assumptions about the 
causes of social unrest in the P.R.C. and 
the challenges that the CCP leadership 
faces. It also misconstrues the legacy of 
the June 4 massacre, reducing it to a prom- 
issory note for democratization that is cer- 
tain to come due shortly. And in the 
process it implies that the Beijing regime 
will be undone soon in the same basic 
fashion as its Eastern European counter- 
parts were in 1989 and 1991, rather than 
staying in power for some time to come, or 
falling in a unique manner. 


This may seem a particularly odd time 
to call for analysts to abandon phrases 
such as “ongoing legitimacy crisis,” given 
the alarming nature of reports coming out 
of China about ethnic clashes, strikes and 
protests. These portray the P.R.C. as a 
country in danger of coming apart at the 
seams, ruled by a leadership group whose 
members are growing increasingly anx- 
ious about both the extent of unrest and 
the domestic media's coverage of acts of 
contention. 

Moreover, the Western media describes 
this anxiety as manifesting itself in seem- 
ingly contradictory ways: The regime is 
turning more swiftly to violent measures 
in some cases, while in other instances 
making seemingly desperate efforts to 

“buy stability” at any cost, whether by giv- 
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ing in to specific demands made by laid-off 
factory workers or by punishing unpopu- 
lar rural officials to quell tax strikes. 

To avoid any misunderstanding, it is 
worth making two things clear at the out- 
set about this argument for a new ap- 
proach to the regime’s legitimacy: 

First, it is not based on skepticism 
about the veracity of what foreign jour- 
nalists have been reporting. After all, 
though recent stories contain some novel 
details—the sheer number of regions si- 
multaneously affected by disparate forms 
of unrest is new, for example, and there 
seems to be a stepped-up concern on the 
regime’s part about domestic press cov- 
erage of strikes and riots—much of their 
content simply confirms things that Chi- 
na specialists already knew, thanks to 
pioneering work by scholars such as Eliz- 
abeth Perry and Dorothy Solinger. It is 
not surprising to read reports describing 
the P.R.C. as a country in which there is 
widespread discontent, often expressed in 
militant ways, and a state machinery that 
swings between brutal and conciliatory 
measures when trying to defuse conflict 
and sometimes combines harsh treatment 
of protest leaders with efforts to appease 
ordinary members of crowds. 

The second thing to emphasize is that 
only one word in the phrase “ongoing le- 
gitimacy crisis" is problematic: the first 
one. The CCP is definitely struggling to 
hold onto its mandate. It is just not the 
same crisis that the ruling group faced in 
1989, when the Berlin Wall fell, and was 
still struggling to ride out in 1991, when 
the Soviet Union collapsed. 

In retrospect it seems clear that by the 


mid-1990s the CCP had largely managed 

to put the immediate post-Tiananmen le- 
gitimacy crisis behind it, in part by doing 

some things to ameliorate specific griev- 
ances that had inspired students to take 

to the streets in record numbers in 1989, 
such as backing off from micromanag- 
ing campus life. One domestic signal of 
the ending of that earlier legitimacy cri- 
sis was a shift from declining to rising in- 
terest in joining the Party on the part of 
educated youths. One international signal 

of the same success was that, despite con- 
tinued calls for Beijing to abandon its *Big 

Lie" account of 1989 and admit that the 

June 4 massacre occurred, the regime was 

able to mount a successful bid to host the 

2008 Olympics. In light of developments 

such as these, we are best served by think- 
ing of the current legitimacy crisis as the 

second in a pair of interrelated but ana- 
lytically separable ones. 


Shifting Patterns of Protest 


WHAT DOES THIS mean more specifically? 
One implication is that we should keep in 
mind that many things differentiate the 
current challenges to CCP rule from those 
that it faced in 1989. One difference is fre- 
quently noted: With the exception of Fa- 
lungong, protests taking place in disparate 
locales since 1989 have not been part of 
pan-class and geographically widespread 
movements. Outbursts of unrest have not 
been as obviously interconnected as were 
the demonstrations that occurred simul- 
taneously in Beijing, Shanghai, Chengdu 
and scores of other cities fifteen years ago— 
demonstrations that had specific local col- 
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The regime’s claim to legitimacy 


rests on claims that a rising economic 
tide will, with time, lift all boats. 


orations but were made up of participants 
from the same mix of social groups who 
rallied around many of the same slogans. 

Another basic difference has to do 
with sources of discontent. It is true that 
some people continue to be disgruntled by 
the things that angered crowds 15 years 
ago—official corruption, fear of being left 
behind by the economic reforms, and frus- 
tration over limits on varied types of per- 
sonal freedoms. But protests now are often 
triggered by distinctively new concerns. 

For example, by efforts by the state, 
which claims to value private property 
and be committed to increasing the abil- 
ity of individuals to make economic choic- 
es, to get people to give up their homes to 
facilitate ambitious public works proj- 
ects. Another basic shift has to do with 
the social and physical geography of 
dissent. Some groups such as universi- 
ty students and entrepreneurs that were 
relatively active in 1989 are fairly pas- 
sive at present—and vice versa. Similarly, 
some urban centers (Shanghai, Nanjing) 
that were hotbeds of unrest then are rel- 
atively quiescent now, while there are 
places, such as northeastern “rust belt” 
cities, that were not important sites of 
contention 15 years ago but are just that 
today. 

Are there, then, any major common 
threads, beyond enduring grievances such 
as disgust with corruption, that link the 


Beijing’s New Legitimacy Crisis 





protests of 1989 to those today? There is 
definitely one: Like the upheavals of 1989, 
the current ones call into question key 
stories that the regime tells to legitimate 
its position of dominance. But even here 
there is a contrast within the continuity. 
The repertoire of legitimating stories that 
the regime relies upon now is different in 
subtle but important ways from that of 15 
years ago. And, consequently, the coun- 
ter-stories that protesters turn to when 
challenging the state are often different 
as well. 

For example, though “To Get Rich Is 
Glorious” was already an official slogan by 
1989, the notion that the Party was com- 
mitted to social equality and had lead- 
ers who were selflessly devoted to the 
common good figured more centrally in 
pre-Tiananmen than in post-Tiananmen 
legitimating stories. This explains why 
two of the most potent protest tactics of 
1989 were wall posters detailing the perks 
enjoyed by CCP leaders and their children, 
thus challenging the regime’s fairness 
claims, and a hunger strike in which stu- 
dents symbolically presented themselves 
as the group most genuinely ready to make 
sacrifices for the nation, challenging the 
regime’s assertions about its members’ 
selflessness. 

Stories that the regime tells today tend 
to focus less on fairness than on a rising 
tide that will, with time, lift all boats. 





* 


Though some are getting richer faster 
than others, these tales imply, everyone is 
better off materially than in the Maoist 
era. Symbolic and discursive challenges to 
this story have abounded, such as laid-off 
workers carrying portraits of Chairman 
Mao as a message that their economic po- 
sition was better in his day than in the 
present, or farmers accusing a new land- 
lord class of exploiting ordinary villagers. 


Rethinking Legitimacy 


ONE OF THE BEST places to turn for in- 
sights into the contests over how legitima- 
cy is asserted and challenged is Vivienne 
Shue's impressive contribution to a volume 
edited by Peter Gries and Stanley Rosen, 
State and Society in 21st Century China 
(Routledge, 2004). It may seem ironic to 
single out Ms. Shue's chapter for special 
attention here, given the provocative title 
of her essay: “Legitimacy Crisis in China?” 
However, even though she expresses some 
skepticism that a "legitimacy crisis" is un- 
derway, there is much in her wide-ranging 
chapter that complements the arguments 
sketched out above. 

The first thing to note is that Ms. Shue 
pursues several different but related goals, 
some specific and others quite general. 
One specific aim is to make sense of the 
regime’s brutal crackdown on Falungong, 
a group that she argues was viewed by the 
regime as a serious threat not only because 
it was well-organized. The regime was also 
concerned by the way the group’s episte- 
mological claims threatened the Party’s in- 
sistence on having amonopoly upon proper 
understanding of ultimate truths. 


She also notes that the crackdown on 
Falungong was far from unique in having 
been carried out in the name of safeguard- | 
ing “stability,” and far from unique in be- 
ing an inquisitorial campaign that a 
significant segment of the populace ac- 
cepted as something that needed to be 
done. After all, more than a few of “histo- 
ry’s nastiest political terrors” have been 
defended in similar ways and similarly tol- 
erated. To back up this point, she quotes a 
line from E.P. Thompson, which is taken 
from a classic work of history that was 
published almost 30 years ago yet has a 
disturbingly topical feel to it when read to- 
day, and by no means only in regard to Chi- 
na: “Stability, no less than revolution, may 
have its own kind of Terror.” 

Another aim of her essay—and it is here 
that the questioning of the term “legiti- 
macy crisis" comes in—is to underscore 
that there is nothing unique or even un- 
usual about many people in China despis- 
ing some things about the CCP, yet 
refraining from directly rising up to topple 
it. In many times and places, mixed emo- 
tions toward those in power is the order of 
the day. Legitimacy is often, perhaps al- 
ways, a tenuous thing. But even when 
there is widespread discontent and a pa- 
tently unjust regime wielding power, this 
does not make it inevitable that a change 
in the system is imminent. 

Ms. Shue's effort to explain how ex- 
actly the CCP remains in power leads to 
one ofthe two biggest payoffs of her piece: 
the assertion that it depends at present 
on more than just a combination of brute 
force, high growth rates and appeals to 
nationalism. Namely, the Party relies on 
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Beijing has created a new Achilles’ Heel. 


Reports of disorder, as much as disorder itself, 
can undermine its claims to legitimacy. 


its ability to tell what I have referred to 


above as legitimating stories—tales about | 


why having it continue to rule is better 
than taking a chance on uncertain alter- 
natives—that large numbers of Chinese 
find persuasive. 

And, she stresses, these stories are not 
only about economic development. “The 
present regime stakes its legitimacy, as I 
read it, not on its technical capacity to 
steer and to grow the economy,” Ms. Shue 
writes, “but on its political capacity to pre- 
serve a peaceful and stable order under 
which, among other good things, the econ- 
omy can be expected to grow.” Since one 
of the other “good things” is resurgent na- 
tional prestige, appeals to stability and to 
patriotism become intertwined. 

The other major payoff of her essay lies 
in her stress throughout on the dialectical 
relationship between legitimating stories 
and acts of resistance. Drawing inspira- 
tion again from Thompson and invoking 
as well the theoretical insights of other 
theorists of resistance, such as James C. 
Scott, Ms. Shue emphasizes the tendency 
for oppositional forces to create counter- 
stories that fly in the face of, but are none- 


As illuminating as Ms. Shue’s account 
of legitimating stories is, one thing can be 
added to it to make it stronger and more 
comprehensive: the political equivalent to 
what in marketing circles are called “brand 
differentiation” strategies. Michael 
Schoenhals, a leading scholar of Chinese 
political language, has persuasively argued 
that we can learn much from treating CCP 
propaganda as efforts to sell a political 
product. One part of this marketing strat- 
egy involves distinguishing the Party’s be- 
havior from either past domestic regimes 
or the governments of other countries. 

One key “brand differentiation” strat- 
egy that has remained relatively constant 
for decades is rooted in stories that present 
the Communist Party as having shown a 
greater concern than any previous Chi- 
nese ruling group with washing the nation 
clean of the stain of imperialism. Stories 
of this sort, which often single out the 
Kuomintang for particular disdain, have 
been a source of strength to successive 
CCP leadership groups. 

They can, however, prove a liability if 
the imperative of demonstrating the re- 
gime’s continued nationalistic fervor 
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nationalistic outbursts by seeming too 
weak in its response to the incident, and 
making sure that demonstrations did not 
get out of hand and thus scare off needed 
foreign investment. 

There is a very different sort of “brand 
differentiation” that is of distinctively re- 
cent vintage, and hence provides a key to 
understanding the differences between 
the current legitimacy crisis and that of 
the Tiananmen era. The CCP has made 
use in recent years of contrasts between 
China and the most troubled parts of post- 
Communist Europe. One of the key things 
that helped the CCP leadership ride out 
its immediate post-Tiananmen legitimacy 
crisis was the very effective way that it 
told and re-told, through various official 
media, tales of having saved China from 
suffering the sort of political breakup, so- 
cial turmoil and economic collapse that 
afflicted the former Soviet Union and Yu- 
goslavia in the 1990s. 

Downplaying developments in coun- 
tries that have made less painful transi- 
tions away from state socialism, such as 
the Czech Republic, the CCP has been able 
to argue, often to good effect, that wheth- 
er or not the people it governs fully ap- 
prove of what the regime has been doing, 
it is surely better to live in the known 
world of “Socialism with Chinese Charac- 
teristics” than to venture into the uncer- 
tain terrain of post-Communist chaos. 

The Party does not have to be popular 
for this storyline to be effective, but it does 
have to be able to boast of having avoided 
specific pitfalls. This has important impli- 
cations for thinking about unrest. A large 
number of strikes and even tax riots are 





not enough in and of themselves to under- 
mine the effectiveness of the “brand dif- 
ferentiation” strategy just described. But 
reports of interethnic violence may seem 

uncomfortably reminiscent of Yugoslavia’s 

recent past. And a sense of regions spiral- 
ing into patterns that the center cannot 

control may seem uncomfortably reminis- 
cent of the Soviet Union’s demise. This 

may be why particularly strong efforts to 

curtail domestic news coverage of protest 

seem to have been made when reports of 

Han-Hui interethnic clashes and upheav- 
als in Sichuan, a province notoriously 

tricky for the central authorities to control, 
made headlines.’ 


N THE 1990s, the CCP devel- 
oped a creative, and for a time 
potent strategy for reasserting 


I 


its legitimacy. But this has left it with a 


new Achilles’ Heel. By stressing contrasts 
with Russia and Yugoslavia and emphasiz- 
ing what Ms. Shue describes as the leader- 
ship’s “political capacity” to ensure 
stability, maintaining what Richard Kraus 
refers to in the same volume as the “public 
illusion” of legitimacy can be threatened 
as much by reports of disorder as by disor- 
der itself. 

Whether the regime can reinvent itself 
yet again remains an open question. One of 
the few compelling stories left for it to tell 
might be about loosening its monopoly on 
political power. And that has been one tale 
that, interesting but very limited post-Ti- 
ananmen experiments with village elec- 
tions and the like notwithstanding, it has 
failed to show a real interest in telling. _ 
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America's 
Dirty War on 
Chinese Clothing 


by Greg Rushford 





ORMER EUROPEAN 

Union Trade Commis- 
sioner Pascal Lamy 

called it the “Big Bang.” 
At the stroke of midnight 

on Dec. 31, the biggest, most costly pro- 
tectionist drag on the global economy for 

more than four decades will suddenly end. 
The world will awaken on New Year’s Day 

to a long-overdue free-trade bonanza—as 

some $400 million in annual trade in tex- 
tiles and clothing will be freed of restric- 
tive quotas that Americans, Europeans, 
and Canadians have imposed upon mostly 
poor Third World countries since the early 
1960s. The dubious Agreement on Textiles 

and Clothing that has distorted markets 

world-wide will be no more. 

Most economists estimate the net gain 
to the world economy of this change at 
$6.5 billion annually, and a few believe the 
true figure could be as much as 10 times 
that. For Western consumers, the burden 
of quotas has accounted for about half the 


cost of some finished garments, and be- 
tween 1096 and 3096 of the costs of others, 
clothing industry sources figure. 

So the demise of quotas is unalloyed 
good news for the cause of free trade, 
right? Well, not exactly. As far as the po- 
litically powerful U.S. textile lobby and 
its allies on Capitol Hill and in the White 
House are concerned, the Big Bang is just 
the starting gun for a new round of trade 
warfare, this time against China. 

The Chinese clothing war is based 
upon a widespread fear throughout the 
mill towns of the American south, where 
it is recognized that China has the clear 
competitive advantage in the rag trade. 
Low-wage (non-union) southern U.S. 
states once were happy to lure jobs away 
from New England and New York City. 
Now they cry foul when economic logic 
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dictates that such employment can be per- 
formed more efficiently by low-wage (non- 
union) Asian countries. Already desperate 

in the early 1990s, the domestic textile lob- 
byists hatched their current battle plan to 

use the leverage of the U.S. government to 

disrupt the Chinese clothing industry. 
Now, the plan is coming together. 

In the past year, Washington has al- 
ready re-imposed restrictive quotas on 
Chinese-made brassieres, dressing gowns, 
knit fabric and socks. And the Bush admin- 
istration is considering hitting China with 
additional quotas on more than a dozen 
other big-ticket items that are staples of 
everyday life, ranging from blouses to un- 
derwear, pants to sheets, as well as various 
yarns, woolens, and synthetic fabric. 

The American trade warriors have won 
the first battles. Advance orders for ap- 
parel from China for the fall and winter of 
2005 have been thrown into uncertainty, 
as beleaguered importers and retailers 
scramble for alternative reliable sources of 
supply in case a particular item of Chinese 
clothing is hit with new quotas. And that 
is just one part of the game plan. 


‘Threatened’ by China 


F COURSE, THE U.S. textile pro- 
tectionists don’t much like com- 





petition from other low-wage 
Asian states like Indonesia and Cambodia, 
either. But while clothing quotas expire for 
all other members of the World Trade Or- 
ganization on Jan. 1, China agreed to sub- 
ject itself to one-year special “safeguards” 
quotas on individual products until 2008 
as part of the political price for its WTO 


accession. “These petitions are the only 
things that can stop a Chinese takeover of 
the U.S. market,” asserts Cass Johnson, 
who is the president of the National Coun- 
cil of Textile Organizations. 

Lobbyists like Mr. Johnson rattle off 
the numbers. China holds more than 21% 
of the global market for textiles and ap- 
parel. In 2003, Chinese exports of gar- 
ments and fabrics to the U.S. amounted to 
$11.6 billion, almost 15% of the U.S. market. 
While this year’s numbers aren’t yet in, 
China’s U.S. market share is known to be 
creeping above 17%. China already holds 
some 70% of the market in countries like 
Australia and Japan that have no such quo- 
tas. Beyond the statistics, the U.S. lobby- 
ists tremble when they consider that 
Chinese silk shirts sell in Hong Kong for 
about $11. It’s hard to find cotton T-shirts 
made in the U.S. for under $20. 

America’s war against Chinese clothing 
will wreak havoc in the marketplace for 
the next three years. But the bottom line 
is inexorable: the U.S. protectionism sim- 
ply won’t work in the long run. China will 
eventually win this war. 

The decades of quotas have slowed the 
demise of the once-proud American cloth- 
ing industry, but they haven’t stopped the 
inevitable decline. Mill towns throughout 
the American south have been slowly dy- 
ing for many years, despite the quotas. If 
those quotas had worked as advertised, 
North Carolina would still be the T-shirt 
capital of the world. These days, about 95% 
of the clothes that Americans wear are im- 
ported, according to U.S. government sta- 
tistics compiled by the American Apparel 
and Footwear Association. 
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U.S. textile protectionism will wreak havoc in 


the marketplace for the next three years. 


Ten years ago, the still-protectionist 
AAFA insisted that even a 10-year phase- 
out of quotas wasn’t enough. But the asso- 
ciation changed its tune. President Kevin 
Burke recently took a swing through Chi- 
na, where he visited his members’ new 
manufacturing operations. 

Imposing new quotas on a range of 
clothes from China may well succeed in 
diverting orders to other countries in Asia, 
Latin America, or the Caribbean, at least 
until 2008, but they won’t bring jobs back 
to America. “What difference does it make 
if Americans buy clothes made in India or 
China?” asks Laura Jones, the executive 
director of the United States Association 
of Importers of Textiles and Apparel. 

After quotas had been lifted on Chinese 
bras in 2002, Chinese exports bounced up 
232%. When the domestic textile lobby 
howled, U.S. officials re-imposed new quo- 
tas on Chinese bras in December 2003. 
Last year, China’s share of the U.S. cotton 
bra market fell by 27%. But countries like 
Honduras were happy to take up the slack. 
Thanks to the new restraints on China, 
Honduran exports of bras to America rose 
by nearly 70%. 

The declared purpose of the new quota 
on bras was to save U.S. jobs. However, 
Americans only make a miniscule number 
of bras. In late 2003, I asked Secretary of 
Commerce Don Evans, who had just ap- 
proved the new quotas on China, how 
many American workers were then stitch- 
ing bras. ^I have no idea,” Mr. Evans 
grudgingly admitted. 





At least James Leonard III, the Com- 
merce official who presides over the tex- 
tile police, offered a more forthright 
answer last month when I asked him how 
many American jobs the government had 
intended to save with quotas on China last 
year, and how many jobs had been saved. 

“We did not make any calculations as to 
how many jobs were to be saved,” Mr. 
Leonard acknowledged. 

If the U.S. textile lobbyists aren't so 
good at economic calculations, they sure 
know their politics. In the 1993 North 
American Free Trade Agreement with 
Canada and Mexico, the domestic lobby 
was successful in inserting a provision 
called the *Nafta yarn-forward" rule of 
origin. The yarn-forward rule allows 
clothing from Mexico or Canada to be im- 
ported into the U.S. duty-free, but only if 
those clothes are sewn from fabric first 
woven in the United States. 

During the past decade, U.S. trade ne- 
gotiators for Presidents Bill Clinton and 
George W. Bush—textile protectionism is 
staunchly bipartisan—then insisted that 
similar yarn-forward rules were inserted 
into preferential trade deals with Jordan, 
Singapore, Chile, Morocco and Australia, 
as well as pacts with various other African 
and Caribbean trading partners. The idea 
was to disadvantage the big Asian com- 
petitors, especially China. 

The strategy worked, sort of. In 1992, 
Mexico held only a 5% share of U.S. cloth- 
ing markets, but after Nafta was launched 
two years later, Mexico’s exports of cloth- 
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ing north of the border shot up dramati- 
cally. By 1999, Mexico held 18% of the U.S. 
market. But since then, Mexico’s market 
share has declined to about 10%, while 
China’s has been rising. Here is another ex- 
ample of how preferential trading schemes 
only slow down the inevitable. 

The second part of the U.S. war plan 
involved a calculated delay. The 10-year 
quota phase-out that ends on Dec. 31 was 
part of the deal that sealed the Uruguay 
Round of multilateral trade negotiations 
that created the World Trade Organiza- 
tion in January 1995. To give the textile 
lobby some political wriggle room, the 
phase-out was deliberately backloaded 
into unequal phases. 

Phase One, from January 1995 until 
January 1998, “freed” a few items like seat 
belts, umbrellas, and garden hoses, which 
were not even under the quotas in the first 
place. Phase Two, running to Jan. 2002, 
removed quotas for the likes of baby 
clothes, which weren’t being produced in 
the United States. Phase Three, from Jan- 
uary 2002 to Dec. 31, 2004, at least liberal- 
ized a few products that are readily 
identifiable to adults: luggage, bras, and 
dressing gowns (the later two items, of 
course, were quickly put back on quotas). 
The remaining more than 80% of quota 
items involving clothes that people wear 
when fully dressed—pants, suits, shirts, 
blouses, coats—all come off quota in the 
Big Bang on New Year’s Eve. 

The idea was to give domestic protec- 
tionists who had not used the previous 
decade to adjust to global economic reali- 
ties the opportunity to protest that they 
were being suddenly driven off the cliff. 


Such howls—from Third World countries 

like Mauritius, Sri Lanka and the Philip- 
pines that (rightly) fear that they cannot 
compete with China without preferential 

access to the U.S. market—are now fueling 
the present demands for special “safe- 
guards” quotas against China. 


The Great Sock Switcheroo 


W 


HILE EACH ITEM of Chinese 
clothing that is under attack 
has its own story, the new quo- 
tas on socks that the Bush administration— 





searching for votes in the American 
south—slapped on before last November's 
elections shows how the game is played. 
The quotas were imposed by the Commit- 
tee for the Implementation of Textile 
Agreements. CITA is a secretive federal in- 
teragency committee that is run out of the 
Commerce Department and has a reputa- 
tion for its unquestioning loyalty to do- 
mestic protectionists. To stretch a 
metaphor, this case is really full of holes. 

The skimpy six-page petition that CITA 
accepted was filed by a secret splinter 
group of the national Hosiery Association 
that calls itself the Domestic Manufactur- 
ers Coalition. CITA agreed to classify the 
identities of the petitioners as trade se- 
crets, and withhold them from the public. 
CITA even refused to divulge the petition- 
ers’ identities to other interested members 
of the domestic sock industry—sophisti- 
cated global operators like Gold Toe 
Brands, who operate in China as well as 
the U.S.—who have vehemently protested 
the move to cap imports. 

The secret domestic committee is 
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To show ‘rising’ Chinese cotton sock imports, the 


U.S. Commerce Department fudged the numbers. 


chaired by Charles Cole, whose day job is 

president of Alabama Footwear, Inc. A 
spokeswoman for the Charlotte, N.C.- 
based Hosiery Association said she has 

been instructed to refer all calls about the 

domestic manufacturers committee to Mr. 
Cole, who declined to take my call. 

The public record doesn’t reveal much 
about Alabama Footwear, other than it is 
based in Fort Payne, Alabama, and is part 
of the Prewett family of mills. Fort Payne 
calls itself the Sock Capital of the World. 
Prewett, like other sock makers in the Fort 
Payne area, boasts on its Web site that it 
makes all-American socks from the finest 
machinery imported from Italy. 

After looking at the secret numbers 
that were supplied by Mr. Cole and the 
other secret sock petitioners, CITA 
charged that the U.S. sock market has 
been “disrupted” by rising Chinese im- 
ports that had supposedly shot up to $91.1 
million in 2003 from just $8.8 million in 
2001, and appeared to be rising this year 
to more than $170 million. 

However, those numbers deserve a 
closer look. Reliable statistics are hard to 
come by in the U.S. sock industry, but 
credible industry sources estimate that 
probably as much as 80% of the socks that 
are made in America are cotton socks. In 
2003, U.S. imports of cotton socks from 
the Dominican Republic shot up by 144.8%. 
While U.S. cotton sock makers might have 
a gripe about Dominican sock competitors, 
imports of cotton socks from China—the 
No. 16 U.S. supplier—were less than 1% of 





the U.S. market, and falling. 

To show “rising” Chinese cotton sock 
imports, CITA threw in two other kinds of 
socks along with cotton: those made of 
man-made fiber, and wool. But while im- 
ports of man-made and woolen socks from 
China have indeed been rising, Gold Toe 
Brands and other U.S. industry leaders ar- 
gued to CITA that “there is minimal pro- 
duction of wool socks in the United States.” 
But CITA ignored Gold Toe’s reasoning. 

The CITA-accepted domestic sock pe- 
titioners’ petition cites 34 examples of 
plant closings and employee layoff actions 
that it claimed caused 3,717 job losses in 
2002-2003. In response, lawyers for the 
Gold Toe counter-petitioners cast serious 
doubt on the numbers. For example, on 
Jan. 6, 2003, Gold Toe Brands announced 
that it would relocate knitting and finish- 
ing operations from Newton, North Caro- 
lina to Burlingon. The domestic petitioners’ 
chart aimed at documenting American job 
losses to China merely noted that the New- 
ton facility had closed. 

The domestic petitioners also listed 
Efland Hosiery, of Efland, North Carolina, 
as losing 75 jobs when it closed in 2003. Yet 
Efland “did not produce socks,” the Gold 
Toe counter-petition noted. Another mill 
moved from Pennsylvania to Mexico—yet 
China got the blame. 

In short, if the sock petition were re- 
quired to face judicial review, it would be 
laughed out of court. But even though the 
domestic petitioners failed to establish 
such basics as legal standing, a valid cause 
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of action and damages, they got the venue 
right: the always forgiving CITA. 


Perpetual Protection 


W 


HEN QUOTAS WERE lifted on 
Chinese luggage in 2002, Chi- 





na’s exports boomed, rising 
497%. But the business wasn’t taken from 

Americans, but from other less competi- 
tive luggage makers: Thailand’s luggage 

exports to the U.S. fell by 43%, the Philip- 
pines' fell by half, Korea's by a whopping 
7596, and Indonesia's by 3796. 

*The luggage business moved to China 
because that's where all the hardware is; 
they make the frame, the buckles, the pull- 
up handles, and wheels," Washington 
trade lawyer Brenda Jacobs explains. “Un- 
til the quotas were lifted on luggage, com- 
panies were forced to buy all these parts 
in China and ship them to the other coun- 
tries. It made no sense." | 

Quotas aimed at China merely post- 
pone this inevitable shift at huge cost to 
the American consumer. But that doesn't 
mean the textile lobby won't succeed. Con- 
sider how this has played out over and over 
again in the U.S. political arena: 

In 1956, the Congress—fearing Japa- 
nese competition—successfully pressed 
President Dwight Eisenhower to limit tex- 
tile and apparel imports. “The textile in- 
dustry does not seek favors, but does ask, 
Mr. President, that the additional burden 
of ever-increasing imports not be added to 
its other troubles," Republican Sen. Fred- 
erick G. Payne of Maine declared on the 
Senate floor. “The industry seeks a chance 
to adjust, to work out its problems, so that 


once again it can stand strong against all 
competition from whatever source." 

In the 1960s, Japan was still the U.S. 
textile lobby's favorite target. This led to 
President John F. Kennedy's Short-Term 
Cotton Agreement of 1961, which lasted 
about a year and then became the Long- 
Term Cotton Agreement. The protection- 
ist pressures intensified during President 
Richard Nixon’s years in the White House. 
As partofhis southern strategy in his 1968 
campaign, Nixon promised that if elected 
he would curb imports of textiles and ap- 
parel. The Multifiber Arrangement of quo- 
tas he initiated in 1974 was supposed to 
last for three or four years. Instead there 
have been four extensions and revisions— 
until the WTO Agreement on Textiles and 
Clothing finally runs out this month. 

Meanwhile, first Japan, then Hong 
Kong, South Korea, and Singapore devel- 
oped their economies far beyond the gar- 
ment industry and moved up the economic 
ladder. But in the U.S., the women who 
trudge into the remaining mills are the 
granddaughters of the women who were 
intended to benefit from the *temporary" 
protectionism of the last half century. 

Two years ago, I asked Jock Nash, the 
Washington operative for textile magnate 
Roger Milliken, how long would his indus- 
try need continued protection. Mr. Nash 
responded by referring to Adam Smith's 
The Wealth of Nations, which was pub- 
lished in 1776. “Adam Smith said that tra- 
ditionally protected industries should be 
weaned from protection slowly for human- 
itarian reasons," the lobbyist for Milliken 
& Co. declared. *Back then, he was talking 
about the textile industry. That's us." 
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How I Learned to 
Stop Worrying and 
Forget the Yuan 


by Jonathan Anderson 
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O MATTER WHO you are 
or where you live, it's a 
safe bet that China has 
had a bigger impact on 
your life over the last 18 
months than at any time over the past five 





decades. The mainland now sells more 
than $500 billion worth of goods per year 
to the rest of the world, and exports have 
been expanding at a 3596 annual rate. To 
put that figure in perspective, it means that 
Chinese exports are doubling every three 
years, which is nearly twice the growth 
pace of the nearest Asian competitors. 
Virtually unheard of only a short de- 
cade ago, the ^Made in China" label has 
pushed its way into U.S., European and 
Japanese retail markets with astonishing 
speed. One ofthe most heated debates over 
the last few years has centered on wheth- 
er rich country jobs are disappearing into 
the Chinese hinterland, and whether glob- 
al manufacturers will forever be forced to 
lower wages and living standards under 


the relentless deflationary onslaught. 

The U.S. dollar is also becoming a hos- 
tage to the mainland economy. The Peo- 
ple's Bank of China is already the 
third-largest foreign holder of Treasury 
debt, and is the biggest source of financing 
for the growing U.S. budget and current 
account deficits, plowing more than $100 
billion a year into dollar markets. 

At home, China has been fighting the 
most significant economic bubble since 
the early 1990s, with billions of dollars of 
wasteful and excessive investment in un- 
profitable steel mills, speculative property 
developments, redundant science parks 
and low-quality auto factories. This 
spending wave, in turn, has pushed global 
commodity prices to exorbitant levels, 
from crude oil to iron ore, from steel to ce- 
ment, from soy beans to palm oil; even in- 
ternational shipping prices have 
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skyrocketed when faced with the daunt- 
ing task of delivering these raw materials 
to China's door. 

It has been an astounding few years for 
China and the world—matched only, it 
seems, by the astounding amount of ink 
devoted to explaining how we got here. 
Since the mainland began its current eco- 
nomic run, we’ve seen arguments ranging 
all over the map, from 60-year-long wave 
expositions to far-out political conspiracy 
theories, and pretty much everything in 
between. Despite the diversity of views, 
however, if you look carefully you will find 
that most of them focus to a surprising de- 
gree on the following “culprit”: The fact 
that China keeps its exchange rate pegged 
at a rate of 8.277 to the U.S. dollar. 

For manufacturers, the case is simple. 
The Chinese yuan is undervalued, as evi- 
denced by massive foreign exchange inter- 
vention and reserve accumulation by the 
PBoC. This keeps mainland wages artifi- 
cially low in dollar terms, effectively forc- 
ing prices down and stealing developed 
country jobs. If the renminbi exchange 
rate were set by market forces instead of 
central bank manipulation, the currency 
would strengthen sharply, raising the 
price of Chinese exports and taking pres- 
sure off manufacturing margins and sav- 
ing jobs elsewhere. 

For governments, the case is equally 
simple. In order for global recovery to con- 
tinue on a sustainable basis, the U.S. cur- 
rent-account deficit has to be reversed, 
which can happen in one of two ways: a 
significant weakening of the dollar, or a 
sharp U.S. recession. Currency markets 
have been trying to push the dollar down 


over the past few years, but it hasn’t 

worked very well. Not only is China is the 

fastest-growing supplier into U.S. markets, 
it is also one of the few countries in the 

world with sufficient domestic growth po- 
tential to absorb higher U.S. exports. For 
the U.S. to meaningfully adjust, it needs 

the mainland to sell less and buy more— 
and this means revaluing the yuan. 

For academics, the situation may as 
well have been lifted directly from a mac- 
roeconomics textbook. If you fix the ex- 
change rate, you lose control of monetary 
policy and inflation, and this is precisely 
what has happened in China. After global 
markets collapsed in 2000-01, money be- 
gan flowing into the mainland in ever-in- 
creasing amounts. Sure enough, Chinese 
banks went into an orgy of lending, specu- 
lative asset markets started rising, and 
headline inflation is already six percent- 
age points higher than it was two years 
ago. The authorities have been taking do- 
mestic policy steps to slow the economy 
down, but it simply won’t work unless they 
resolve the fundamental cause: the fixed 
exchange rate. 

For investors, the arguments are very 
straightforward. The U.S. dollar is being 
propped up by China—but it can’t go on 
much longer. Faced with the strains of 
managing an unruly domestic cycle, as 
well as a growing pile of forex reserves 
now approaching $600 billion, the PBoC 
will soon decide to cut its losses and give 
up the peg. And when the yuan goes, most 
other Asian central banks will loosen their 
de facto dollar pegs as well. Even if China 
chooses to go slowly, for example by shift- 
ing to a trade-weighted “basket” arrange- 
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The more detailed the analysis, the more inevitable 


the conclusion that the yuan really doesn’t matter. 


ment in the near term, it still adds up to 
one thing: Sell the dollar. 

In short, the yuan seems to hold the key 
to asurprising number of domestic and in- 
ternational issues. Is it any wonder that 
mainland exchange-rate policy is the focus 
of global attention, from G7 finance minis- 
ter summits to Chinese senior leadership 
caucuses to heated hedge fund strategy 
sessions? Is it any wonder that Pulitzer 
Prize-winning journalists and Nobel lau- 
reate economists now weigh in on debates 
about the Chinese currency on a daily ba- 
sis? Whether you think China is right or 
wrong, whether you think the peg should 
stay or go, you have to admit that the yuan 

“matters” in a way it never did before. 


R DO You? The arguments 
above sound convincing—but 
a close look at the facts shows 





that most of them are wrong. In fact, the 

more detailed the analysis, the more inev- 
itable the conclusion that the yuan really 
doesn’t matter at all, or at least not nearly 
as much as the current hype and atten- 
tion would suggest. Fixed or floating, up 

or down, renminbi exchange-rate policy 
simply doesn’t have a significant impact 

on the global economy. Nor, for that mat- 
ter, does the exchange regime have much 

effect on China at home. 

Let’s start with a few basics. What 
would you say if you opened the newspa- 
pers tomorrow to discover that Italy had 
reinstated its currency, the lira, and de- 





cided to peg its exchange rate to the euro 
or the dollar at a rate 15% more depreci- 
ated than the current one? 

We suspect most people would scratch 
their heads at the move, and then con- 
clude that it wouldn’t have a substantial 
impact on their own lives. After all, Italy 
is still relatively small compared to the 
global economy, and 15% undervaluation 
doesn’t seem like a lot in the grand scheme 
of things. 

But if that’s the case, then why all the 
attention on China? After all, at $1.2 tril- 
lion, Italian GDP is roughly the size of 
China’s, and Italy’s total foreign trade val- 
ue of $750 billion is only slightly smaller 
than that of the mainland. And 15% is a 
reasonable estimate for the extent of me- 
dium-term undervaluation of the yuan. 

First-world manufacturers love to 
point to artificially cheap Chinese wages 
as the most imminent threat on the global 
scene. However, the fact of the matter is 
that artificially cheap Italian wages would 
hurt them much more. Why? Because most 
Italian industrial workers are in sectors 
like autos, chemicals, machinery and tech- 
nology—sectors competing head-to-head 
with those of Italy’s wealthy neighbors, 
where even small changes in pricing could 
shift orders and production between one 
country and another. By contrast, Chinese 
export workers make textiles, toys, sport- 
ing goods and light electronics, i.e., indus- 
tries the developed countries mostly gave 
up a long time ago. 

You can see this in the global trade data. 
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Chinese exports have been penetrating 
European, Japanese and U.S. markets at a 
headline growth rate of 35% per year—but 
total Asian exports have not. Overall 
Asian market share has in fact grown very 
slowly, which means that for each addi- 
tional dollar industrialized consumers 
spend on Chinese imports, imports from 
the rest of Asia actually fall. This is not 
because China is “outcompeting” its Asian 
neighbors; rather, Asian countries have 
simply moved low-end processing and as- 
sembly functions to China, as a final stop 
on the production chain before shipping 
off to Wal-Mart or Tesco. 

Take the concrete example of a mobile 
handset assembled in the mainland and 
then shipped to the U.S. The final value of 
the handset could be $200, but the actual 
value-added share accruing to Chinese 
parts and labor might only be around $30; 
the remainder would be high-end compo- 
nents and equipment coming from Japan, 
Korea or Taiwan. What would happen if 
the yuan were revalued by 15%, or even 
30%? The price of the handset would go 
up by some $9, not nearly enough to have 
an impact on American producers and 
jobs, especially since there are very few 
American workers employed in electron- 
ics assembly in the first place. 

What would happen if, instead, the 
yuan remained fixed and the Japanese yen, 
the Korean won and the Taiwan dollar re- 
valued in its place? Here the price of the 
handset would rise by nearly $50, a much 
more significant increase, and one that 
might actually provide relief to high-end 
manufacturers in the U.S. The lesson is 
that currency policies in more developed 


markets “matter” to a much higher degree 
than they do in China. 

Of course China benefits from the mi- 
gration of low-wage assembly functions to 
the mainland—but this does not mean that 
the Chinese authorities are cynically ma- 
nipulating their currency to extract maxi- 
mum advantage over competitors. Quite 
the opposite; remember that the govern- 
ment introduced the renminbi peg to keep 
the currency from weakening in the post- 
Asian crisis years. In other words, the real 
effect of the peg was to stop Chinese wag- 
es from getting cheaper, which would have 
hurt other low-income economies. The 
yuan only came under significant strength- 
ening pressure in the last two years. 

What about all those forex reserves? 
Over the past 12 months, the People’s 
PBoC purchased more than $170 billion in 
reserves, or roughly $15 billion per month. 
And it didn’t do so out of some maniacal 
drive to accumulate a big pile of cash. Far 
from it; $15 billion per month happens to 
be the current price of keeping the yuan 
constant. As long as it maintains a fixed 
exchange rate regime, the central bank is 
forced to intervene in the foreign ex- 
change market to buy up excess dollars— 
or, alternatively, sell dollars if there is a 
shortfall in the marketplace. Five years 
ago, the forex market was roughly bal- 
anced, and the PBoC could manage the 
renminbi peg without buying or selling at 
all. Two years ago, the bank was buying up 
$4 billion per month. Since then, the num- 
ber has tripled. 

This scares a lot of traders in the street. 
The People’s Bank generally parks at least 
two-thirds of its funds in U.S. Treasuries 
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or other dollar assets; if China were to let 
the yuan strengthen, it wouldn't have to 
buy up as many reserves. Even if the au- 


 thorities moved very gradually, for exam- 


ple initially shifting to a *basket" regime, 
they might want to move their reserves 

into other currencies like the euro and the 

yen. Either way, a change in the exchange 

rate regime means a drop in Chinese sup- 
port for the dollar, at a time when China 

seems to be the main source of funding for 

overstretched U.S. consumers. 

This is a compelling story, but probably 
a misguided one. To see why, ask yourself 
the question: Where do those billions in 
reserves come from every month? Over 
the past year, roughly half of China's forex 
reserve inflows came from portfolio capi- 
tal, including so-called hot money flows. 
In effect, Chinese banks and firms have 
been drawing down their asset positions 
abroad, or borrowing money in foreign 
markets, and bringing these funds back to 
the mainland, in part to speculate on a 
possible renminbi move. 

But this means that as private agents 
move out of dollars and into yuan, the 
PBoC is buying up the dollars and pump- 
ing them right back into the U.S. The net 
effect on U.S. markets from these transac- 
tions is ... virtually zero! This is an overly 
simplified explanation, but very close to 
the mark. Despite the size of the headline 
reserve accumulation, China's true sup- 
port for the dollar is much smaller. 

Because of these distorting factors, 
economic theory doesn't pay much atten- 


Export competitiveness is simply not a driving 
factor in the mainland growth story. 





tion to what central banks are doing; in- 
stead, the crucial gauge is relative current 
account positions. If the U.S. is running a 
large current account deficit, then some- 
one else must be running a large surplus— 
and it is these surplus economies that 
really *matter" for the dollar at the end of 
the day. What do the numbers look like? 
This year the U.S. current account deficit 
is expected to reach. $600 billion. Mean- 
while, China is running a current account 
surplus of $40 billion, i.e., only one-fif- 
teenth the size of the U.S. imbalance. 

Who accounts for the most of the U.S. 
deficit? Japan, Taiwan and Korea together 
should recorded a surplus of around $230 
billion this year; throw in Singapore and 
Malaysia for good measure and the figure 
increases to $275 billion. You get the pic- 
ture: China is a relatively small player on 
the global scene, and its neighbors are 
much more important in determining the 
fate of the U.S. economy. 

This still leaves us with the undisputed 
fact that the People's Bank of China al- 
ready holds a large pile of dollar assets (es- 
timated at $350 billion or more). If the 
PBoC woke up tomorrow and decided to 
sell its holdings and buy euro or yen in- 
stead, the negative impact on the dollar 
would be enormous. But why would they? 
They already hold a fairly diversified asset 
portfolio, including a sizeable amount of 
euro instruments, so an adjustment in the 
renminbi peg away from the dollar should 
not require a big rebalancing of positions. 
And keep in mind that central banks are 
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conservative policy institutions, not hedge 
funds, and it doesn’t serve China’s inter- 
ests in the least to be seen shaking up G3 
currency markets. 

The bottom line? It’s surprisingly dif- 
ficult to argue that the Chinese renminbi 
exchange rate—or the exchange regime— 
has had any substantial impact on the way 
the rest of the world works. Whether we 
look at jobs, trading patterns or global cur- 
rency markets, China still shows up as a 
relatively small economy, and certainly 
not one that is “driving the show,” now or 
in the near future. And whether the peg 
stays or goes is a sublimely unimportant 
issue in the large scheme of things. 

Before leaving off, however, we need 
to turn to China at home. Renminbi pol- 
icy might not matter so much for the rest 
of the world, but it certainly must have a 
huge impact on domestic jobs, prices and 
growth, no? The answer is yes—but only 
avery qualified yes. It turns out that even 
within China’s borders, the role of the ex- 
change rate is far less than most observers 
might suspect. There are three important 
` points here: 

First, the argument that China grows 
by keeping the yuan hypercompetitive is 
hogwash. Export manufacturing wages 
are around $80 per month today; if the au- 
thorities decided tomorrow to let the mar- 
ket determine the value of the yuan, those 
wages might rise to $100 per month. Any 
published survey of foreign investors will 
tell you that wages levels rank very low on 
the list of factors that make manufactur- 
ing in China attractive, far behind items 
such as infrastructure, proximity of sup- 
pliers, political stability and the size of the 


domestic market. And remember that on a 

value-added basis, exports account for 

perhaps 8% to 9% of GDP, far less than in 

China’s neighbors. Export competitive- 
ness is simply not a driving factor in the 

mainland growth story. 

Second, despite what you might read 
elsewhere, the sharp overheating of the 
past two years has had virtually nothing 
to do with the exchange regime. Yes, hot 
money has been pouring into China, and 
yes, the central bank has had to print lots 
of yuan as it buys up dollars on the market. 
However, the PBoC has effectively “steril- 
ized” those foreign inflows by locking up 
the resulting domestic liquidity increase in 
borrowing arrangements at home. In other 
words, banks never really saw the cash. 

Why, then, were banks lending so 
much? Very simple: they had a enormous 
amount of free liquidity to start with— 
money that was created by the PBoC long 
before the exchange rate and foreign in- 
flows became an issue. In short, China’s 
mini-bubble has been a domestic problem, 
and is already being successfully resolved 
through domestic actions. 

. Finally, the policy authorities are not 
interested in radical changes. In the last 18 
months, every single public statement 
about renminbi policy has stressed the 
same points: China wants “basic stability” 
in the currency, but is actively looking at 
ways to adjust the exchange regime at the 
margin. There's no reason to think they 
won't be successful in a gradual strategy. 
Simply put, the current level ofthe yuan is 
not causing undue problems at home, and 
there's nothing looming on the horizon to 
force a move. | 
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Hamid Karzai's Key 
Role in Central Asia 


by S. Frederick Starr 
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FGHANISTAN'S stunning- 
ly successful presiden- 
tial election in October 
proved a watershed in 
the country's transition 
from chaos to development. Millions of 
voters stood up to threats from the Taliban 
and cast their lot with a form of democrat- 
ic participation that can, in time, create a 
genuine spirit of citizenship. 

Predictions in the international press 
that women would stay away from the 
polls proved false, as did equally grim 
prognoses that voters would cast their bal- 
lots along narrow ethnic lines. Less visible 
but no less important is the steady growth 
of new institutions, including courts, po- 
lice, schools, medical facilities and the Af- 
ghan National Army. 

Largely unreported, this process has 
gained new momentum in the past year. 
Staunch support from the international 
community, led by the United States but 
including countries as diverse as Japan, 





Kazakhstan and Saudi Arabia, has helped 
make this possible. But in the end, Afghan- 
istan's progress has been the work of Af- 
ghans themselves. 

Euphoria is still premature, as Afghan- 
istan's President Hamid Karzai faces for- 
midable challenges. Here are 10 major 
issues that he, his government, and Af- 
ghanistan's many international well-wish- 
ers and backers will have to address if the 
present momentum is to be maintained: 

* Those elected next April will quick- 
ly have to master the art of compromise 
thatis the key to any successful parliament. 
They will have to reject the *winner-take- 
all" stratagems that stalled Afghanistan's 
progress for two years after the Taliban's 
fall and also resist the opposite temptation, 
to play the spoiler. They will have to think 
nationally and act locally, creating re- 
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sponsive parties with functioning offices 
in each of the country’s 34 provinces. Mr. 
Karzai himself must resist the temptation 
to play king, and work with and through 
the newly elected body. 

This cannot be accomplished by Af- 
ghans working alone. Links must be estab- 
lished between the new parliament in 
Kabul and established parliaments abroad, 
and between the country’s new political 
parties and parties in the developed de- 
mocracies. 

* Mr. Karzai must focus on building 
the human capital needed to staff state in- 
stitutions and run the economy. State- 
building requires skills that are in 
desperately short supply in a country 
where universities and training institutes 
ceased to function. He cannot develop 
them without international funders who 
will invest in training programs of a new 
type. Such programs must be capable of 
quickly turning unemployed young men 
and women into civil servants, farmers 
into managers, and small traders into en- 
trepreneurs. The Afghan diaspora is al- 
ready playing a valuable role in this, but 
the need far outstrips even the impressive 
capacities of that group. 

* The president needs to squarely 
face the opium/heroin boom. He must 
convince his newly appointed governors 
and the thousands of new police emerging 
from American and German training pro- 
grams that this end is not only desirable 
but attainable. More difficult, he will have 
to begin treating the domestic poppy in- 
dustry not only as a law enforcement issue 
but as an agricultural problem. A crop 
credit system must be put in place, so that 
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farmers planting normal crops can survive 

the lean months between planting and 

harvest. Storage facilities are also needed, 
so that produce can be marketed at a 

steady pace at good prices, and not dumped 

on the market all at once, to the farmers' 
detriment. Mr. Karzai must persuade ma- 
jor countries to open their markets to Af- 
ghan produce, as they did before the 

Soviet invasion, and encourage a new class 

of middlemen to get the crops to market. 

# Mr. Karzai has shown himself a 
master at negotiating with warlords, invit- 
ing them into the system and offering face- - 
saving positions to those who accept. His 
successes to date are striking, and include 
not only the demobilization of thousands 
of former fighters but also the cantoniza- 
tion of thousands of pieces of heavy equip- 
ment, including tanks and rockets. 

Over a generation of fighting, the cul- 
ture of warlordism has grown deep roots 
and will not be rooted out without great 
tenacity. Each former warlord must be 
closely monitored to assure that deals are 
honored; penalties mustbe imposed when 
they are not. These complex tasks can no 
longer remain a solo operation, run out of 
the president's office with backing from 
the U.S. Embassy and from Japan. Presi- 
dent Karzai must encourage ministers and 
governors to help with the deal-making, 
and extend it to even the most local level. 

& While many of the thousands of 
NGOs operating in Afghanistan have 
achieved near-miracles, others have cre- 
ated an urgent problem that is scarcely rec- 
ognized by their international sponsors, let 
alone addressed by them. Mr. Karzai must 
follow the lead blazed by Finance Minister 


44 FAR EASTERN ECONOMIC REVIEW c= December 2004 


ES 


Ashraf Ghani and demand that all NGOs 
work with the new governmental insti- 
tutions rather than against them. To this 
end, he must ensure that all NGOs are reg- 
istered, and demand that they move away 
from the confrontational tactics that have 
undermined effective cooperation with in- 
experienced and unsure administrators. 

International funders speak endless- 
ly of “sustainability,” but they will never 
achieve this unless they help build up Af- 
ghanistan's public sector in tandem with 
the independent sector. Mr. Karzai must 
insist that NGOs take a greater share of re- 
sponsibility for the training and equipping 
of governmental agencies in areas as di- 
verse as health care and education. Those 
that refuse should be invited to leave. 

æ Mr. Karzai must focus the energies 
of the new police and judicial system on 
rooting out corruption. This pathology, 
common throughout the new states of 
Central Asia, already threatens to under- 
mine the government's legitimacy and 
breed a dangerous cynicism among the 
public. Rent-seeking is ubiquitous in most 
fragile economies, especially when the fu- 
ture remains uncertain. But Afghanistan's 
unique social structure, with its dense 
webs of families and strong clan loyalties, 
creates special problems that are proving 
especially stubborn. 

Such realities conflict with the Napole- 
onic ideal of “careers open to talent,” and 
are no less incompatible with the rule of 
law. Reversing such entrenched habits will 
require, in addition to effective policing 


Stability and development in Afghanistan will 
assure smooth progress in the entire region. 





and fair courts of law, a massive and sus- 
tained educational effort to convince Af- 
ghans that they will do better under the 

rule of law than under a dysfunctional 

clan system. 

& President Karzai still faces the stub- 
born problem of predatory powers on his 
borders, notably Pakistan and Iran. That 
these countries should still be seeking uni- 
lateral advantage in their relations with 
the new Afghanistan is in some ways par- 
adoxical. Both have benefited from a dou- 
bling of trade with Afghanistan over the 
past two years. They have also benefited 
from the decision by several million refu- 
gees to return from decades-long exile to 
their homes in Afghanistan. 

Significant forces in both Tehran and 
Islamabad acknowledge this, and seek to 
build better relations for the future. But 
both governments are split between prag- 
matists and ideologues. In Pakistan, the 
latter continue to allow their territory to 
be used by radical Islamist groups for 
mounting cross-border raids on Afghani- 
stan. They also harass the Karzai govern- 
ment using die-hard warlords as their 
surrogates. In Iran, hardliners persist in 
viewing the Herat area as their special 
zone, and in supporting old links with 
warlords like Gulbuddin Hekmatyar. Mon- 
ey from both countries figured in the re- 
cent elections, and more can be expected. 

# Mr. Karzai must keep the United 
States fully engaged. No other country 
comes close to America's record for fi- 
nancial support and political backing to 
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the new Afghanistan. If America’s com- 
mitment flags, other countries will find it 
convenient to follow suit. In the spring of 
2002 President Bush affirmed his adminis- 
tration’s commitment to Afghanistan and 

the region by calling for a “new Marshall 

Plan.” But Iraq’s needs are draining scarce 

financial and human resources at the very 
time Afghanistan is finally able to absorb 

major infusions of new investments. 

The new Afghanistan has passed suc- 
cessfully through its birth trauma. Re- 
lieved by this news, donors will be tempted 
to declare victory and redirect their sup- 
port to urgent tasks elsewhere. But the 
task of building a new state administration 
and diversified economy has barely begun. 
President Karzai’s challenge is to present 
his country’s case to Washington not as 
an exercise in crisis management, as it 
has been until recently, but as a long-term 
project with enormous up-side potential. 

X Mr. Karzai must parlay American 
support in such a way as to increase dra- 
matically the level of funding from Europe. 
To date, Britain and Germany have each 
provided only 5% of international support 
for Afghanistan, while France has given 
next to nothing. Russian help is confined 
to pardoning some debts Afghanistan in- 
curred under pressure from the U.S.S.R. 
immediately prior to the 1979 Soviet in- 
vasion. Japan, by contrast, has committed 
12% of the total. 

This is nottoo much to ask, considering 
that nearly all of the opium and heroin 
from Afghanistan is produced in order to 
satisfy demand in Europe. Sooner or later 
President Karzai must forcefully drive 
home this truth in Berlin, Paris, London 


and other EU capitals. 

æ Finally, Hamid Karzai must take 
the lead in redefining the Afghan chal- 
lenge in terms ofthe development not just 
of Afghanistan but of the entire Central 
Asian region of which Afghanistan is the 
heart. Historically, economically and cul- 
turally, Afghanistan is to Central Asia as 
Germany is to Europe. Unrest there will 
destabilize the entire region. Stability and 
development there will assure smooth 
progress in, and harmony among, all Af- 
ghanistan's neighbors. 

Growing numbers of experts appreci- 
ate this truth, but one of the few institu- 
tions to translate it into policy is the Asian 
Development Bank. It has wisely commit- 
ted hundreds of millions of dollars to the 
repair of roads and railroads that can re- 
kindle the region's economies and create 
millions of jobs in the process. Such jobs 
transform militant despair into energy-re- 
leasing hope. They are also the harbingers 
of a new and potentially rich economic 
zone embracing several hundred million 
people in nine countries. Nearly all Cen- 
tral Asians are Muslims. Their moderate 
governments aspire, to varying degrees, to 
become open societies with market econo- 
mies in order to satisfy the rising expecta- 
tions of their growing populations. 

Mr. Karzai knows this well and has re- 
peatedly argued the case for a regional, 
rather than national, approach to the chal- 
lenges of Central Asia. Much depends on 
whether he can convince the world's opin- 
ion leaders of the rightness of such an ap- 
proach and engage governments and 
international institutions in this great and 
long-term project. 
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A Call 
For Revolution 


by Francisco Sionil Jose 





N THE 1950s and ’60s, 
the Philippines was the 
richest, most progres- 
sive country in the re- 





gion. Meanwhile, Seoul 

and Tokyo were barely stirring after the 

ravages of war. Kuala Lumpur and Jakarta 

were mere kampongs, while Bangkok was 

a sleepy town crisscrossed by canals. Chi- 
na was constantly threatened by famine. 

Today the situation is reversed, and 
the Philippines has been left behind by 
allits neighbors. The recent floods caused 
by illegal logging and the inability of the 
government to help the victims are a na- 
tional shame. There is more hunger here 
than ever before, and many poor Filipi- 
nos eat only once a day. Our women flee 
to foreign cities to work as housemaids or 
prostitutes. 

We are poor because we have lost our 
ethical moorings. This despite the mas- 
sive religious rallies of El Shaddai, the 
neo-Gothic churches of the Iglesia ni 


Kristo sprouting all over the country, and 
in spite of the nearly 400 years of Catholic 
evangelization. 

How can we build an ethical society? 
The problem does not lie in our values. 
Rather it is how people use them. James 
Fallows has correctly described our *dam- 
aged culture." This is neither a permanent 
nor inherent flaw, but it does need to be 
seriously addressed. 

Ramon Magsaysay infused public life in 
the 1950s with discipline and morality; Ar- 
senio Lacson as mayor of Manila cleaned 
up City Hall. Even today, shining examples 
of honesty among our public officials ex- 
ist, but they are few and far between. And 
they are not institutionalized. 


c A novelist, historian and journalist, Mr. Sio- 
nil Jose is the Philippines’ most renowned living 
author. He is a recipient of the Ramon Magsay- 
say Award and the title of National Artist for 
Literature. This article is adapted from a speech 
he gave at the University of the Philippines on 
Nov. 23. 
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To know ourselves, to make good and 
proper use of our consciences, we must 
know our own history. So few of us do. We 
nurture no sense of the past. If our teach- 
ers know our history, if they soak it into 
their bones, then it should follow that they 
also impart this very same marrow to 
their students. 

If this is so, how is it that when Bong- 
bong Marcos visited the University of the 
Philippines, Diliman, some time ago, he 
was mobbed by students who wanted his 
autograph? How come that at De La Salle 
University, business students cited Ferdi- 
nand Marcos as the best president the 
Philippines ever had? 

Not too long ago, I spoke before fresh- 
men at the Ateneo de Manila University. 
They told me that since so many Filipinos 
practice bribery, it must be right. How else 
could anyone get things done, if they didn’t 
grease a few palms? NGOs estimate that 
this corruption annually costs the country 
23 billion pesos, or $410 million. 

We are poor because our elites have no 
sense of nation. They collaborate with 
whoever rules—the Spaniards, the Japa- 
nese, the Americans and in recent times, 
Marcos. Our elites imbibed the values of 
the colonizer. 

And worst of all, these wealthy Filipi- 
nos did not modernize this country—they 
sent abroad their wealth distilled from the 
blood and sweat of our poor. The rich Chi- 
nese to China, to Taiwan, to Hong Kong, 
the rich mestizos to Europe, and the rich 
Indios like Marcos to Switzerland and the 
United States—moneys that could have de- 
veloped this nation. 

How do we end this shameless domes- 
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let then? How else but through the 

cleansing power of revolution. Make no 

mistake about it—revolution means the 

transfer of power from the decadent up- 
per classes to the lower classes. Revolu- 
tion is class war whose objective is justice 

and freedom. 

Who will form the vanguard of change? 
Who else but the very people who will ben- 
efit from it. 

When I was researching for my novel 
Po-on at the New York Public Library, I 
came across photographs of our soldiers in 
the 1896 revolution who were felled in 
their trenches by American guns. I looked 
closely and found that most of them were 
barefoot. They were peasants. 

The peasant is the truest nationalist. 
He works the land with his hands, he 
knows instinctively what the term Moth- 
erland means. He loves this earth, even 
worships it. 

But never romanticize the poor. Once, 
a group of Ph.Ds lamented the futility of 
their efforts in organizing and motivating 
them. When the elections came that year, 
the poor sold their votes, or voted for Jo- 
seph Estrada. 

Understand why the poor are often 
lazy, contemptible, fawning, cheating and 
stealing. Imagine yourself not having a 
centavo in your pocket now, and you don’t 
know if you will eat tonight. There is noth- 
ing honorable about poverty—it is totally 
dehumanizing and degrading. But once 
the very poor are roused from their stu- 
por, they become the bravest, the most 
steadfast. 

The Moro rebellion, the New People’s 
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Army—the cadres of both are from our 
very. poor, just like in 1896. And now, here 
is the most tragic contradiction in our 
country. Many ofthe officers in our armed 
forces come from the lower classes, too; 
they got to their exalted positions through 
public examinations and entry to the Phil- 
ippine Military Academy. Most of the en- 
listed men come from the very poor. When 
the poor kill the poor, who profits? 

Revolution starts in the mind and heart. 
It alters attitudes to enable us to think be- 
yond ourselves, family and ethnicity to en- 
compass the whole nation. If the 
communists win, and I don’t think they 
ever will, they will rule just as badly be- 
cause they are Filipinos unable to go be- 
yond barnacled habits of mind, hostage as 
they always are to friends and family and 
to towering egos. The same egos aborted 
the revolution in 1896, the EDSA revolu- 
tion in 1986, and, now, we see the same 
egos wreaking havoc on the Communist 
Party. We see these egos eroding our al- 
ready rotten political system. 

The core belief that should guide us in 
redeeming our unhappy country is in our 
history, in our peasantry. It is not in text- 
books, in foreign intellectual idols, in 
Marx. And what is this ideology which 
Bonifacio believed in? Which those bare- 
foot soldiers killed by the Americans be- 
lieved in? 

Pedro Calosa, the peasant who led the 
Colorum uprising in Tayug, Pangasinan 
in 1931 said it is this: *God resides in ev- 


ery man. God created earth, water and 
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air for all men. It is against God's laws 

for one family or one group to own them." 
God and country; translate this belief into 

your own words and there you have it in its 
simplest terms, the creed with which the 

unfulfilled revolution of 1896 was based, 
and which should be the same creed that 

should forge unity among us. 

Who will lead the revolution? Certain- 
ly, not the masa, but one from the masa 
who understands them, who will not be- 
tray them, the way our leaders betrayed 
the masa. Estrada is the most shameful ex- 
ample of this leadership that betrayed. 

The leaders of the revolution could be 
in this university, young men and women 
who have education but are not shackled 
by alien concepts, or the attitudes of supe- 
riority that destroy leadership. Such lead- 
ers, like Ho Chi Minh, must lead by sterling 
example, with integrity, courage, compas- 
sion and willingness to sacrifice, people 
who know that when the revolution is won, 
it is time to change from conspirators to 
even better administrators. 

They must remember that they have 
become conservative, that they must work 
even harder to produce better and cheaper 
products. And this massive work of mod- 
ernization can be achieved in one genera- 
tion. The Koreans, Taiwanese and the 
Japanese did it. It is not the Confucian eth- 
ic that enabled them to do this, they simply 
understood the logic ofgovernment, which 
is service, and that of commerce, which is 
profit. 

By what right do I have to urge revolu- 
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tion upon our people who will suffer it? 
What right do I have to urge the young to 
sacrifice, the poor to get even poorer, if 
they embrace the revolutionary creed? 

I have no such right, nor will I call it 
such. I call it duty, duty, duty. Duty for all 
of us rooted in our soil, who believe that 
our destiny is freedom. Not everyone can 
bear arms, or have the physical strength 
to stand up, to shout loudly about the in- 
justices that prevail around us. 

Those who cannot do these, who can- 
not be part of this radical movement, must 
not help those who enslave us. Do not give 
them legitimacy as so many gave legitima- 
cy to Marcos. Recognize, identify our ene- 
mies and oppose them with all your means. 
This will test integrity, commitment. 

Nobody need tell us the exorbitant cost 
of revolution, the lives that will be lost, 
senselessly even as when Pol Pot massa- 
cred thousands of his own countrymen in 
Cambodia. We who lived through the Jap- 
anese Occupation know what hunger, fear 
_and flight mean. 

Joseph Conrad, Albert Camus and Jose 
Rizal, writers I admire deeply, all warned 
against revolution because it breeds ty- 
rants, because it does not always bring 
change. But look around us, at the thou- 
sands of Filipinos who are debased and 
hungry, who are denied justice. Be 
shamed if you don’t act. 

Revolution need not be bloody. How 
many lives were lost at EDSA I? Not even 
20. So Cory Aquino goes around telling 
the world that she restored democracy 
in the Philippines. Sure enough, we now 
have free elections, free speech, free as- 
sembly. But these are the empty shells 


of democratic institutions, because the real . 
essence of democracy does not exist here. 


True to her oligarchic class, she de- 
clared a revolutionary government with- 
out doing anything revolutionary. Instead, 
she turned EDSA into a restoration of the 
old oligarchy. So today, we are reaping 
the results of her negligence, ignorance 
and folly. 

Capitalism can be very helpful. South 
Korea is a very good example of how capi- 
tal was formed by corruption, and how a 
single-minded general lifted that nation 
from the ashes of the Korean War to be- 
come the thriving modern economy it is 
today. Remember the worthy slogans of 
American capitalism—a chicken in every 
pot, a Ford in every garage. 

But money is like fertilizer—to do any 
good it must be spread around. Those rob- 
ber barons at the turn of the 19 century 
were rapacious, they exploited their work- 
ers, but they built industries, railroads, 
banks, the sinews of American capitalism. 
And most importantly, they kept their 
money at home to develop America. Con- 
trast that with our rich Chinese, our rich 
meztizos and the likes of Marcos who sent 
their money abroad and kept us poor. They 
are the enemy. 

. We cannot be beholden to any other na- 
tion. We must mold our own destiny, in- 
fusing it with the strength of a sovereign 
people. The Americans, the English, 
French, Russians, Cubans, Chinese, Viet- 
namese—all achieved their unique revolu- 
tions. We must have our very own, defined 
only by us. I await the ultimate modern- 
izer, the heroic nationalist revolutionary— 
we need him most of all. | 
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The Coming 
Challenge to 
Singapore Inc. 


by Garry Rodan 





INGAPORE’S VAST array 
of government-linked 
companies (GLCs) has 
enabled it to manage the 
process of globalization 
with remarkable stability and effective- 





ness. Indeed, it’s fair to say the city-state 
is a rare contemporary case of successful 
state capitalism. Increasingly, however, 
the economics and politics of the GLCs’ 
gatekeeper role have started to conflict. 
And as GLCs internationalize and the city- 
state’s markets are exposed to more in- 
tense market pressures, tensions will 
continue to rise. 

Nowhere is this more evident than in 
mounting friction over corporate gover- 
nance of the GLCs. Unprecedented criti- 
cal interest from international business 
in GLC activities has led to a closer analy- 
sis of how local rules and regulations are 
administered. Whether or not these pres- 
sures will lead to a fundamental trans- 
formation in the state capitalist model 


nobody knows. It is clear, however, that 
reconciling the economic and political pre- 
eminence of the GLCs is the most pressing 
challenge for the government of the new 
Prime Minister Lee Hsien Loong. 

The driving forces behind governance 
scrutiny involve pragmatic international 
business interests, which often rhetori- 
cally appeal to the concept of a level eco- 
nomic playing field. However, the issues at 
stake are intrinsically political. 

The GLCs, together with a long list of 
statutory bodies and the Government of 
Singapore Investment Corporation (GIC) 
that invests more than $100 billion of na- 
tional reserves, form a complex network of 
power relations. This network is essential 
to the ruling People’s Action Party’s social 
control and political dominance. These in- 
stitutions provide the Party with the re- 


c» Mr. Rodan is director of the Asia Research 
Centre at Murdoch University in Perth and the 
author of Transparency and Authoritarian Rule 
in Southeast Asia (Routledge 2004). 
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sources for social engineering, as well as 
for political reward and punishment. The 
GLCs have tremendous influence over all 
Singaporeans’ personal savings, housing, 
job opportunities and business contracts. 

The Singapore government responded 
to the 1997 financial crisis by aggressive- 
ly embracing the rhetoric of good gover- 
nance and transparency. The intention 
was to highlight the distinction between 
Singapore’s system and the crony capital- 
ism and rent-seeking practices found else- 
where in the region. But this endorsement 
of global best practice is now bringing un- 
intended consequences. 

Rhetoric was quickly followed by im- 
provements to corporate accountability 
and disclosures, as well as more transpar- 
ent macroeconomic data. At the time, the 
reforms largely bypassed the state sector, 
especially among the many GLCs which 
are not publicly listed companies. This di- 
vergence between rhetoric and practice 
did not escape international attention. 
The International Monetary Fund called 
' for more transparent fiscal and mone- 
tary frameworks. Then in April of this 
year it raised concerns about the scope 
for conflicts of interest inherent in such 
a concentration of public decision-mak- 
ing power. 

The criticism of the Singapore govern- 
ment's governance gathered momentum 
following the appointment in 2002 of Ho 
Ching, the wife of Singapore's current 
Prime Minister Lee, as executive director 
of Temasek Holdings, the state-owned in- 
vestment company. Last October's move 
by Temasek to issue its first public annual 
report in its 30-year history is the latest 


attempt to respond. 

Temasek presides over more than $107 
billion in assets and an investment portfo- 
lio of around $53 billion, and has long 
dominated the commanding heights of the 
domestic economy. Yet, in the govern- 
ment's eyes, neither its importance to the 
Singapore economy nor the fact that it in- 
vests public money warranted routine, de- 
tailed public reporting and strategic 
statements. Temasek's 2004 report is a 
positive move in this direction, but there 
is still a long way to go. 

The reasons for increased governance 
scrutiny go beyond the Asian crisis; there 
is also a structural basis. International 
manufacturing capital has been either in- 
different to, or actually supportive of, the 
role of GLCs in recent decades. However, 
many in the expanding financial, high 
technology and service sectors see it dif- 
ferently. They want to prise open more of 
the domestic economy than their manu- 
facturing counterparts did, bringing them 
into greater conflict with governance re- 
gimes and transparency shortfalls pro- 
tecting the interests of GLCs. 

Pressure for greater access to telecom- 
munications, banking and other markets 
has gone hand in hand with mounting crit- 
icism of governance. Singapore's ongoing 
economic transformation assures contin- 
ued critical focus on the GLCs in these 
sectors. Foreign companies and their home 
governments want to be sure unorthodox 
governance arrangements in Singapore 
are not giving the GLCs an unfair compet- 
itive advantage. 

Economic downturns also gave rise 
to doubts about the role of GLCs. During 
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the Asian crisis, Singapore’s GDP growth 
plummeted to just 0.4% in 1998 from an 
impressive 8.4% in 1997. The immediate 
policy response included a fuller embrace 
of economic deregulation and liberaliza- 
tion. The initial economic recovery was 
dramatic, with Singapore enjoying 10.3% 
growth in 2000. However, in the follow- 
ing year, the economy shrank by 2% in 
the worst recession since independence 
in 1965. The acute export dependence on 
the U.S. economy by the electronics sec- 
tor that underwrote the sharp recovery set 
the economy back just as rapidly. 

In this context, a range of private-sector 
interests—including those within broker- 
age firms and other investment houses— 
argued not only for even more substantive 
liberalization and deregulation, but for re- 
forms specifically to curtail the economic 
reach of the state. The government began 
to promote private entrepreneurship, in- 
cluding a target of investing S$62 billion of 
national pension contributions deposited 
with the Central Provident Fund. 

Up to a point, the government has been 
responsive here, parcelling out portions of 
the CPF to private fund managers. Howev- 
er, itis reluctant to surrender fundamental 
control over the CPF because through it 
a range of social policies are enacted. In- 
deed, the government increasingly deploys 
the CPF to foster self-funded health, ed- 
ucational and social security investments. 

Concern about the politicization of the 
GLCs has also escalated in recent years. 
Symptomatic of this was a document en- 


Government-linked companies help the ruling 
People’s Action Party maintain political control. 






titled “Why it might be difficult for the 

government to withdraw from business,” 
widely circulated in 2002 by email to in- 
ternational journalists. It provided an in- 
depth listing of the extensive involvement 

in GLCs by present and former cabinet 

ministers and their relatives; active and 

retired senior military personnel; and 

serving and former members of the PAP. 
This included some 50 senior government 

officials holding “key appointments” while 

still in government. There were no allega- 
tions of corruption, but the clear inference 

was that a host of material and political 

interests are so deeply intermeshed in the 

GLCs that separating them would mean 

challenging the interests of the entire rul- 
ing elite. 

The government did not refute the ac- 
curacy of the document’s contents. How- 
ever, in the same year its Economic Review 
Committee, set up to chart future econom- 
ic directions, declared that all GLCs be run 
on “strict commercial principles and be 
subject to the discipline of the market.” 

This concession came about not because 
of domestic pressure, however, but to allay 
concern in the international business com- 
munity. One manifestation of this was the 
protracted international negotiations lead- 
ing to the United States-Singapore Free 
Trade Agreement. Washington sought to 
have this principle embedded in reforms as 
a way to increase access for American com- 
panies to the domestic market for banking, 
insurance and other professional services. 
It was a means to an end. 
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This is the sort of pragmatic politics 
the PAP government can respond to. After 
all, a gradual opening up of sectors where 
GLCs are established is unlikely to see a 
loss of their dominance any time soon. 
And now that GLCs are setting their sights 
abroad, there is a bigger picture to bear in 
mind. According to one private economist, 
Singapore’s external economy could be 
valued at five times the gross domestic 
product by 2020. 

The reluctance of GLCs to release in- 
formation in recent years has made it clear 
that the government doesn’t buy philo- 
sophical arguments about the public’s 
right to information. However, it has come 
to understand that promotion of the local 
bond market necessitates some degree of 
opening up, at least to rating agencies. It 
has also been sensitive to claims that the 
GLCs’ lack of transparency conceals poor 
rates of shareholder return. 

This probably explains why the GIC 
produced a commemorative 20" anniver- 
sary publication in 2001 revealing the first 
detailed information about the successes 
and failures of past investments. Chaired 
by Lee Kuan Yew, the GIC was so secretive 
that even the composition of its board 
wasn't public until the same year. 

On the eve of Temasek’s historic first 
annualreport, Standard & Poor's contend- 
ed that Singapore's investment strategy— 
largely in the hands of Temasek and the 
GIC—had produced *markedly inferior" 
returns (between 1.796 and 496) in the last 
five years as compared to those achieved 
by comparable institutions in Hong Kong. 
Temasek’s report responded by pointing 
to a string of adverse factors in the last 10 


years that held returns down, including 
the Asian financial crisis and the impacts 
of SARS and the 9/11 attacks in the U.S. It 
also declared that over the last 30 years 
Temasek has delivered a *robust" total 
shareholder return of 18%. 

Temasek’s disclosure hasn't stopped 
criticism about its performance and the 
methodology of reporting, but it has led to 
highly favorable ratings from Standard & 
Poor's and Moody's for financial stability— 
ratings that will assist the local bond mar- 
ket. Meanwhile, the opaqueness ofthe GIC 
is now even starker by comparison. 

Resistance to further opening up at the 
GIC is likely to be more resolute. Prime 
Minister Lee has previously rejected calls 
to publish details on the GIC's invest- 
ments on the grounds that it would reveal 
information useful to currency specula- 
tors. Lee Kuan Yew has also declared, “It 
is not in the people's interest, in the na- 
tion's interest, to detail our assets and 
their yearly returns." 

Despite such resistance, the Singapore 
government's responses to sustained chal- 
lenges over GLCs and related governance . 
regimes have been continually evolving. 
Indeed, it will likely continue to make 
concessions to its critics— however re- 
luctantly. Yet a key consideration behind 
Singapore's governance regimes is the pro- 
tection of the PAP's political and economic 
control. The PAP may be prepared to ex- 
plore new instruments for achieving this, 
but the objective itself is immutable. This 
difficult but not impossible challenge will 
define the new phase in Singapore's state 
capitalism. 
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Yudhoyono’s Six 
Challenges to Get 
Indonesia Growing 


by Hal Hill 
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ODAY INDONESIA IS ata 
crossroads. Having just 
recovered to pre-crisis 
economic and social lev- 
els, the country is seem- 





ingly stuck in some sort of “muddle 
through” scenario. The worry is that the 
country is experiencing a permanent shift 
in its development trajectory to something 
like the Third World norm of indifferent 
performance. The key task then for the 
newly elected leader, President Susilo 
Bambang Yudhoyono, is to restore investor 
confidence that Indonesia can regain its 
membership in the cadre of high-growth 
East Asian countries. 

His first significant asset is that he as- 
sumes power against the backdrop of an 
exceptionally favorable international eco- 
nomic environment. The three key global 
economic factors which really matter for 
Indonesia are currently all very positive: 
World economic growth in 2004 is the 
highest in 30 years; international energy 


prices are at record levels; and interest 
rates remain historically low. 

Second, he has a clear democratic 
mandate, stemming from his decisive 
presidential victory. This is so despite his 
predecessor’s ungracious post-election 
exit from office, which thereby obstruct- 
ed the new president’s efforts to seize the 
high moral ground of national unity and 
reconciliation. 

Third, there is much international 
goodwill towards a newly democratic In- 
donesia. In the struggle against terrorism, 
the country is regarded as a moderate 
voice in the Islamic world, and the key to 
stability in Southeast Asia. No doubt, the 
new administration will seek to leverage 
these important assets in its international 
negotiations. 

Fourth, after seven years of turbulence, 





oo Mr. Hillis the H.W. Arndt professor of South- 
east Asian economies at the Australian National 
University. 
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domestic institutions—political, bureau- 
cratic, legal—are beginning to settle down. 
- And finally, the key Megawati legacy has 
been the restoration of macroeconomic 
stability and a more manageable public 
debt. Thanks largely to her finance minis- 
ter, the budget deficit in 2004 is estimated 
to be about 1.396 of GDP in 2004—a figure 
most OECD governments would be more 
than satisfied with. | 

The major challenge is creating a 
growth-oriented, business-friendly envi- 
ronment to deliver broad-based improve- 
ments in living standards. The economy is 
currently limping along at about half the 
precrisis rate in terms of per capita GDP 
growth. Investment collapsed after the 
crisis, and is still running at just over half 
the rate of a decade ago. Foreign direct in- 
vestment is still negative, as it has been ev- 
ery year since 1997, the only crisis-affected 
economy in Asia for which this is the case. 
Investors—foreigners, and most impor- 
tantly locals—are holding back until pre- 
dictability returns. 

Among major sectors, shopping malls 
and condominiums may be booming, but 
several significant drivers of the economy 
are in trouble. For example, an air of pessi- 

-mism permeates the once vibrant clothing 
and footwear industries. These industries 
were the key to Indonesia's 1980s industri- 
al export push, and they performed quite 
well in the immediate aftermath of the 
1997-98 crisis. However, export growth 
has decelerated sharply since 2000, and 
the industries appear unable to compete 
with China and other low-cost producers. 

In the absence of reform, the situation 
is likely to get worse, not better. The Multi- 


Fiber Agreement, which has governed 
world trade in textiles and clothing for 
over two decades, is to end this month. In 
the face of open competition, particularly 
from China, Indonesia is expected to lose 
market share. As a likely indicator of the 
problems ahead, Indonesia's export per- 
formance in major non-MFA markets, es- 
pecially Japan, has been disappointing. 

The picture is also gloomy in the min- 
ing industry. Indonesia should be reaping 
the benefit of the current record interna- 
tional commodity prices. Yet investment 
has declined sharply across all sectors, 
particularly in non-oil/gas activities. In- 
vestment in gas exploration has declined 
every year since 1997. 

The new administration faces six major 
challenges: 

i Financing development: The incoming 
government currently has very little scope 
to provide the public goods—infrastruc- 
ture, education, health—needed for faster 
economic growth. There are three reasons 
for this. 

First, its tax effortis rather weak, owing 
to poor and corrupt (though improving) 
collection efforts. Second, it is hobbled by 
the massive fuel subsidy, following the op- 
portunistic decision in early 2003 to delink 
world and domestic fuel prices. As inter- 
national prices have risen this year, the 
subsidy has blown out dramatically, to at 
least $6.9 billion from the initial 2004 bud- 
get estimate of $1.6 billion. Something has 
to give. The subsidy is roughly equivalent 
to the government's entire development 
expenditure program. It makes sense nei- 
ther on equity grounds—the rich benefit 
disproportionately—nor for efficiency—the 
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incentive to conserve is diminished. 

Third, Indonesia could in principle 
borrow cheaply from the international de- 
velopment agencies. However, under pres- 
sure from parliamentary and populist 
opinion, the previous government exited 
from the IMF program in late 2003. While 
this does not preclude foreign borrowings, 
the framework for this is less well-defined. 
Denied this foreign borrowing option, the 
government has in effect been *more IMF 
than the IMF” in its fiscal prudence. 

æ Labor market populism: In the shift 
to democracy and partly in response to the 
post-crisis fiscal austerity, successive post- 
Suharto administrations have adopted 
populist labor policies. For example, most 
minimum wages rose by over 9096 from 
1999 to 2002, to the point where real wag- 
es, in dollar terms, exceed pre-crisis levels. 
Other labor regulations have also grown 
more onerous. For example, Indonesia has 
the most costly dismissal regulations in 
East Asia, if not the developing world. 

The new freedom of association for 
workers is of course entirely welcome. 
However, the mandated minimum wage 
increases are not. They demonstrably dam- 
age Indonesia's international competitive- 
ness, increase income inequality and push 
workers into precarious, poorly remuner- 
ated informal sector employment. 

* An unpredictable policy environment: 
Developments in the mining industry il- 
lustrate in microcosm some of the in- 
creased business uncertainty. There is 
now no clear legal and regulatory frame- 


Indonesia has the most costly dismissal regulations 
in East Asia, if not the developing world. 





work for the industry. The law regulating 
the industry was revoked in 1999, but it has 
still not been replaced by a new one. In ef- 
fect, the industry is operating in a legal 
vacuum. Moreover, mining may not be un- 
dertaken in areas designated as “protected 
forests.” While commendable in principle, 
this requirement is so broadly and vaguely 
defined as to preclude mining in a huge 
swathe of potentially productive areas. In 
addition, the breakdown in central author- 
ity, combined with the rapid devolution of 
power to the regions since 2001, has re- 
sulted in weak interjurisdictional consis- 
tency, and rampant illegal mining. 

As a result, most major international 
miners have left. Various international 


. assessments confirm Indonesia's unattract- 


ive mining investment climate. For exam- 
ple in the annual and widely cited Fraser 
Institute report, which scores 53 national 
and (in federal systems) sub-national ju- 
risdictions on a “policy potential index,” 
Indonesia ranks fourth worst, below even 
Zimbabwe, Venezuela and Russia. 

* Corruption and legal complexity: It is 
impossible to judge whether the incidence 
of corruption has worsened since the fall 
of Suharto, but it has certainly become less 
predictable. That is, Suharto-era corrup- 
tion generally had the virtue—if that is not 
an oxymoron—that payment delivered “re- 
sults.” There are now so many more active 
policy players jockeying for power and re- 
wards—the “palace,” the bureaucracy, the 
legislature, competing ministries, three or 
more tiers of government, the judiciary 
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and various civil society forces—that busi- 
ness finds itself operating in an extremely 
complex and unpredictable environment. 

Against this backdrop, there are calls 
for the legal system to sort out the mess. 
If ever there was a case of unrealistic ex- 
pectations, this is surely it. Long moribund 
and effectively an arm of the executive un- 
der Suharto, in the late 1990s the judicia- 
ry was suddenly asked, with pathetically 
meager funding, to resolve complex and 
often highly politicized commercial cases. 

* Regulatory complexity: The major 
1980s reforms, which for example shut 
down the highly corrupt customs service, 
are a distant memory. In a "just-in-time" 
era, Indonesia exporters often need twice 
. as long as to get goods to major interna- 
tional markets as compared to regional 
competitors. 

æ Deteriorating physical infrastructure: 
Throughout the Suharto era, there was a 
massive expansion in all forms of physical 
infrastructure. But there has been very lit- 
tle investment since, owing to the fiscal 
stringency, the lack of clarity for potential 
private investors and coordination issues 
between various tiers of government. Pow- 
er supplies are finely balanced; break- 
downs and rationing are likely in the near 
future. Roads are deteriorating. Produc- 
tivity in the ports is less than half of re- 
gional best-practice, and charges are 
among the highest. 

President Yudhoyono has been in pow- 
er for just over a month. While it's obvi- 
ously too early to pass judgment, the initial 
post-election euphoria is beginning to 
evaporate. He didn't appoint the “profes- 
sional” cabinet many had hoped for. 


www.feer.com l 


The new vice president appears deter- 
mined to play a significant role in econom- 
ic policy. Yet he periodically unnerves the 
business community, particularly the eth- 
nic Chinese, with his strong support for a 

“nationalist” economic policy. Moreover, 
President Yudhoyono’s coordinating eco- 
nomics minister is an able but controver- 
sial businessman, who was a major 
beneficiary of the Suharto-era pribumi 
business patronage, and whose businesses 
were bailed out by the government. 

There is some good news. Two of 
Southeast Asia’s leading women econo- 
mists, both with doctorates from U.S. uni- 
versities, have been appointed to the 
cabinet, although not to the major eco- 
nomics positions. Also, gone are two of 
former President Megawati Sukarnopu- 
tri’s less successful appointments: her 
planning minister, who specialized in vir- 
ulent attacks on aid donors, and her labor 
minister. 

On the face of it, President Yudhoyono 
could face serious obstacles in getting his 
reforms through the legislature because 
his Democrat Party controls fewer than 
10% of the seats. However, the general ex- 
pectation is that this will not constitute a 
serious obstacle to an administration with 
a directly elected president and much lar- 
gesse at its disposal. 

In the last 12 months, the country con- 
ducted three peaceful elections that fea- 
tured very high turnout rates and not the 
slightest hint of serious impropriety. Indo- 
nesians rightly view these achievements 
with great pride. The next 12 months 
should give a clear indication whether the 
results will vindicate their optimism. 
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Crisis in China's 
Countryside 


by Chen Guidi and Wu Chuntao 





HINA IS A MAJOR agri- 
cultural country, with 
900 million farmers out 
of a total population of 1.3 
billion. However, for a 





long time most urban residents have been 

ignorant about the living conditions of 
farmers in the countryside. People vague- 
ly remember that the great reform move- 
ment that shocked the whole world started 

in the countryside in the late 1970s. After 
the countryside adopted the family-re- 
sponsibility system, there were years and 

years of great harvests. Soon the demand 

for grain was satiated, and many “10,000 

yuan households” appeared. 

All of a sudden, it seemed like Chinese 
farmers had become very wealthy. How- 
ever, soon after that urban reform took off, 
and we heard little about agriculture, the 
countryside and farmers. Yet it didn’t take 
long for us to notice that more and more 
farmers were giving up the land they used 
to treasure like their own lives, and leav- 
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ing the villages and lifestyles they were fa- 
miliar with. They fought their ways into 

the cities, where they suffered loneliness, 
humiliation and discrimination. The wave 

of “migrant workers” formed by millions 

of Chinese farmers became one of the re- 
markable phenomena of the 20th centu- 
ry’s final decade. 

Over the past few years of work as jour- 
nalists, we had many opportunities to go 
to the countryside and made friends with 
a lot of farmers who told us about their vil- 


c This essay is excerpted from a Chinese book 
entitled An Investigation of China’s Farmers, 
which exposes the extent of official corruption in 
the countryside. After selling out its initial press 
run of 150,000 in January 2004, the book was 
banned by propaganda authorities. However, it 
continues to sell millions of copies in pirate edi- 
tions widely available within China and is driv- 
ing debate on the hardships of the rural poor. It 
has also remained in the public eye because one 
of the officials mentioned is suing the authors for 
libel. In October the book won Germany’s presti- 
gious Lettre Ulysses Award for the Art of Report- 
age. The translation is by Xiaohui Restall. 


lages. We discovered that the idealized 
portraits of the countryside in our minds 
were nothing but illusions. In other words, 
they were the imaginings of city dwellers 
who are used to the comfortable urban 
lifestyle. In reality, life in the countryside 
is nothing like that. The farmers don’t 
have a leisurely or carefree existence, they 
live with constant pressures and fatigue. 

Once we passed by a village on the 
Huaibei Plain in Anhui Province on our 
way to report about pollution on the Huai 
River. What we found there was shocking: 
Many farmers’ families were utterly des- 
titute and had nothing in their houses but 
bare walls. One family had only five yuan 
($0.60) from selling vegetables to spend on 
Chinese New Year. The poverty-stricken 
life was even worse than the first few years 
after the communist liberation. 

A farmer worked out his costs with his 
fingers—he said that after deducting ex- 
penses for seeds, fertilizer, irrigation, ma- 
chine planting and harvesting, and all the 
taxes and fees, they would work for noth- 
ing if the wheat production was less than 
900 jin (450 kilograms) per Chinese acre. 
It is rare in Huaibei villages to have such 
a harvest; it’s already considered very good 
if they get 800 jin, and in most cases they 
get 600 jin.... 

Farmers worked all year long to earn 
an average annual income of 700 yuan 
($85). Many farmers lived in mud clay 
houses that were dark, damp, small and 
shabby. Some even had tree bark roofs be- 
cause they couldn’t afford tiles. Because 
of poverty, once someone fell ill, he either 
endured it if it was minor disease, or else 
just waited to die. There were 620 house- 


holds in the whole village, of whom 514, 
or 82.9%, were below the poverty line.... 
Even though the village was very poor, the 

leaders were prone to boasting and exag- 
geration about their performance, and as 

a result the government struck it off the 

list of impoverished villages. So the villag- 
ers were burdened with exorbitant taxes 

and levies... 


Taxes as Numerous 
As Hairs on a Cow 


THE VARIETY OF taxes and levies is shock- 
ing. According to government statistics, 
there are 93 kinds of fees and fund-raising 
levies related to farmers, formulated by 24 
national ministries, committees, offices 
and bureaus at the central government lev- 
el. Local governments levy 296 other kinds 
of fees. Besides all those, there are an in- 
calculable number of so-called “relevant 
charges.” 

In our investigation we discovered that 
many of these charges are essentially 
made up by the village leaders as they 
please. Some you feel are absurd; others 
sound like black humor, like jokes, but 
there is no way the farmer can pay one 
penny less.... 

Since China promulgated an Environ- 
mental Protection Law, some local au- 
thorities started to treat the cooking 
smoke from farmers’ houses as “environ- 
ment pollution,” and charged farmers 

“fines for emitting polluting substances.” 
Those farmers who wouldn't stay silent 
and complained to village leaders pro- 
voked an "attitude fine." A slogan popular- 
ized in the Cultural Revolution has been 
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In our investigation we discovered that 


many of the charges are essentially made up 
by the village leaders as they please. 


revived: “It is not how big a problem is, it 
is the attitude that matters." Thus how big 
a fine was imposed on a farmer depended 
on his “attitude.” 

Some village leaders didn't even give 
any reason and just stuck out their hands 
and asked for money. Whoever dared say 
no, or even raised their eyebrows a bit, was 
beaten until they gave in.... 

Everyone knows that birth control has 
become a national policy, it is an untouch- 
able “third rail." But some village leaders 

"developed" this policy into unspeakable 
local policies. It has become an “imperial 
sword," a new way for them to collect 
money... ' 

The Justice Department in Lixin 
County announced the astonishing re- 
sults of a special case. Between December 
1998 and May 1999, Lin Ming, Yuan Zhi- 
dong and Li Peng, leaders of Sunmiao Vil- 
lage, bought themselves cars and hired 
thugs in the name of establishing a school. 
They then had more than 200 innocent 
farmers in 22 villages arrested illegally 
and tortured them to extort money based 
on charges such as *exceeding the birth 
quota," *giving birth without approval," 

*obstructing public affairs," or without 
any accusation. 

The three jail rooms they built illegally 
had nolights and the windows were sealed 
closed, so they were dark and horrifying. 
It stank to high heaven because detainees 





had no toilet to use and had to go in the 
rooms. They brought their own blankets 
and slept on the ground next to the feces 
and maggots. 

Diao Xiying, Wang Qing, and a Ms. 
Xiao were detained for more than a month 
on the charge that *the daughter-in-law 
missed her medical examination." Li Ying 
went to the county hospital for an opera- 
tion because of a difficult labor and was 
arrested because "she did not give birth at 
the scheduled time." Qiu Jimei was arrest- 
ed because "she got pregnant right after 
marriage"... 

In Lixin County, a county on the pov- 
erty line, many farmers had to take on 
debts in order to pay the “fines”; some had 
to pawn their houses and belongings and 
became penniless. 

Although Lin Ming, Yuan Zhidong and 
Li Peng committed all kinds of crimes, in- 
cluding perjury, corruption, embezzle- 
ment of public funds and helping their 
leaders to embezzle public funds, they 
were sentenced to only one to three years’ 
imprisonment by the local authorities. 
Such light punishment disappointed peo- 
ple in Sunmiao Village. Furthermore, 
those crimes were committed under the 
noses of village Party leaders and govern- 
ment leaders for so long and were so fla- 
grant that people were boiling with 
resentment, but there was not one leader 
held accountable in the end. 
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THAKSIN: THE BUSINESS OF 
POLITICS IN THAILAND 
By Pasuk Phongpaichit and Chris Baker 
Silkworm Books/Nordic Institute of 
Asian Studies, 246 pages, $22.50 


THE THAKSINIZATION OF THAILAND 
By Duncan McCargo 
and Ukrist Pathmanand 
Nordic Institute of Asian Studies, 
285 pages, $55 


THAILAND BEYOND THE CRISIS 
Edited by Peter Warr 
RoutledgeCurzon, 256 pages, $100 
hr 


Reviewed by JOE STUDWELL 


HE RISE OF the billionaire Prime 
Minister Thaksin Shinawatra, 

Thailand’s most popular politi- 
cian ever, is the story of paradoxes left 
behind when the dust from the late 1990s 

‘financial crisis settled. Liberal intellectu- 
als predicted the Asian crisis would spur a 

sea change, washing away the constructs 

of money politics. Mr. Thaksin’s tale re- 
veals it was in fact one more act in a still 

unfinished play. 

Ms. Pasuk and Mr. Baker work hard to 
be fair to Mr. Thaksin. Like the more nu- 
anced observers of Italy’s Silvio Berlusco- 
ni, with whom the Thai premier is often 
compared, they commend his revolution- 
ary qualities. How he circumvented par- 
liamentary politics to appeal directly to 


c» Mr. Studwell is the editor-in-chief of the 
China Economic Quarterly and author of The 
China Dream. His next book, a modern history 
of tycoons in Hong Kong and Southeast Asia, will 
be published in 2006. 


the Thai people and win an unprecedent- 
ed election victory in 2001. How, with his 

gift for the common touch (and control of 
much of the nation’s media), he fostered a 

new nationalism and rewrote the book on 

campaigning. And how, for the first time in 

Thailand, he ran on aclear platform of pol- 
icies, many of which have been enacted. 

That commendation done, the authors 
denude this new Thai emperor in clinical 
fashion. The myth of his impoverished 
roots is exploded. “Through my modest 
family background ... I learned the hard- 
ship of poverty in the rural areas,” Mr. 
Thaksin told an audience last year. In fact 
he comes from a wealthy commercial and 
political dynasty, going back three genera- 
tions. He has both master’s and doctoral 
degrees from U.S. universities; his first 
graduate job was as a private secretary to 
a Thai minister. 

A close look at Mr. Thaksin’s personal 
ascent in business—rags to riches it was 
not—reveals a string of failures until he 
learned to make politics work for him and 
lined up the ducks of a series of oligopo- 
list concessions in telecommunications. As 
with Mr. Berlusconi, one of the Thai prime 
minister’s endearing qualities is that he is 
given to moments of frightening honesty. 
When the authors asked him in an inter- 
view in the early 1990s what the standard 
kickback was in telecoms projects, “He re- 
plied that 10 percent was normal but could 
drop down to 3-5 percent on projects with 
a very large budget." 

Mr. Thaksin became, probably, the 
richest man in Thailand. He dabbled, in- 
effectually, in politics. Then, before the fi- 
nancial crisis, came the licensing of new 


mobile and other telecommunications 
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business in an economic environment 
of greater competition. The government 
committed to free up the market further 
and let in foreign entrants under the aus- 
pices of World Trade Organization mem- 
bership. It appeared the best times for Mr. 
Thaksin were over. But at this point we ar- 
rive at the crux of the book: 


Thaksin’s concession-based business em- 
pire, built on political foundations, was 
under increasing political threat. Thak- 
sin was saved by the nation’s worst ever 
economic crisis. 


It is through the prism of political 


‘economy that Mr. Thaksin’s significance 


in post-crisis Asia becomes clear. To sum 


` it up crudely, he recognized the crisis as 


the moment to make his big political move, 
launching the Thai Rak Thai party—liter- 
ally “Thais love Thais” —from his Shin 
Corp. headquarters. 

He quickly drew in a loose and inher- 
ently unstable alliance of threatened big 
Thai businesses that saw a political-insur- 
ance policy in the making. All the usual 
suspects committed money and/or people 
to the cause: Bangkok Bank, Thai Military 
Bank, CP Group, Sondhi Limthongkun’s 
Manager Group. With this team, and Mr. 
Thaksin’s electioneering genius, the 2001 
election was won handily. The TRT cabal 
kicked back in the expectation of living 
happily ever after. 

Ms. Pasuk and Mr. Baker demon- 
strate that companies controlled by Mr. 
Thaksin’s wife, relatives and domestic 
servants—he was required by a new con- 
stitution to give up his “personal” share- 
holdings—have done rather well since 
2001. The empire posted record profits 
last year. The businesses of some of Mr. 
Thaksin’s new pals did rather less well, 
making relations with the PM tetchy. 

The macroeconomic context in which 
all this took place is one of restored growth 


and stock market values, but also much in- 
creased consumer debt and state bank non- 
performing loan ratios as government has 
pulled on every stimulus lever that will 
budge. The external environment for Thai 
exports—particularly to China—has been 
unusually favorable. 

Where will it end? In tears—and not Mr. 
Thaksin’s—one suspects is the unwritten 
guess of the authors. But they are smart 
enough to build their conclusions around 
the fact that Thailand is still a democrat- 
ic state, despite the premier’s inclinations 
to the contrary. Will voters, in the aggre- 
gate, be fooled again and again, they ask, 
as things start to go wrong for the gov- 
ernment? The inferred answer is “Prob- 
ably not.” Mr. Thaksin likely will win the 
general election scheduled for early 2005, 
but fail to pick up the 400 out of 500 par- 
liamentary seats he has predicted. 

Where Ms. Pasuk and Mr. Baker fall 
down is putting the Thaksin story in a 
regional context—set against the recent 
return of the oligarchs in Indonesia, the 
struggle against big business vested in- 
terests for the soul of the United Malays 
National Organization in post-Mahathir 
Malaysia, the manner in which the old- 
school plutocrats in Hong Kong are be- 
ginning to bend the government of Tung 
Chee Wah to their will. It is in this sense 
that their book is part of a much bigger 
story. Of course it is not the one they set 
out to write. 


UNCAN MCCARGO AND Ukrist 
I5] Pathmanand's book, The Thaksin- 

ization of Thailand, is a thematic 
take on Mr. Thaksin that overlaps with but 
also complements Ms. Pasuk and Mr. Bak- 
er's work. Itis strong on historical context, 
and does justice to a number of compet- 
ing academic interpretations of Thailand. 
It also provides great detail on subjects 
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including the repoliticization of the Thai 
military and the media influence and style 
of Mr. Thaksin. The book has its own good 
line in anecdotes, and reaches, by a differ- 
ent route, some of the same conclusions 
about how the Thai premier—whatever 
you may think of him—has changed fun- 
damentally the nature of Thai politics. 

Thailand Beyond the Crisis, edited by 
Peter Warr, is an academic and well laid- 
out collection of essays covering the ori- 
gins of the financial crisis in Thailand, its 
social impact and major contemporary 
policy issues. Ms. Pasuk and Mr. Baker 
both make appearances. Mr. Warr’s own 
50-year review of the Thai economy sets 
the standard for what follows. Its growth 
accounting analysis is a timely reminder 
that the service-industry oligopolies of 
Mr. Thaksin and friends deliver the low- 
est productivity gains of any part of the 
economy, well behind manufacturing and 
agriculture. 

Isra Sarntisart dissects the implications 
of the financial crisis for the incidence 
of poverty, while Ms. Pasuk enlarges on 
the fascinating story of the ex-commu- 
nist guerrillas recently recruited by Mr. 
Thaksin and others to promote a back-to- 
basics self-sufficiency campaign in the 
countryside. 

The only additional information one 
might ask of these insightful experts is a 
little detail about what they were saying 
about Thailand in the mid-1990s. Academ- 
ics failed to see what was coming in 1997 as 
much as anybody, and it would be helpful 
to talk about why. 
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SECRET HISTORIES: FINDING GEORGE 
ORWELL IN A BURMESE TEASHOP 
by Emma Larkin. 

John Murray, 240 pages, £15.99 


BURMA: THE FORGOTTEN WAR 
by Jon Latimer 
John Murray, 624 pages, £25 
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Reviewed by BERTIL LINTNER 
N BURMA THERE is a joke. that 
George Orwell wrote not just 
one novel about the country, but 

three: a trilogy comprised of Burmese Days, 
Animal Farm and Nineteen Eighty-Four. 

Burmese Days chronicles the country’s 
difficult time under British colonialism, 
Animal Farm tells about a socialist revolu- 
tion gone wrong, and Nineteen Eighty-Four 
predicts the emergence of the ultimate op- 
pressive society some time in the future. 
Because Orwell died in 1950, well before 
the military seized power in Burma, some 
Burmese refer to him as “the prophet.” 

Orwell may not have had Burma in 
mind when he wrote Animal Farm and 
Nineteen Eighty-Four, but there is no doubt 
that Big Brother is alive and well in Burma. 
A vast network of spies monitors the smal] 
talk in Burma’s ubiquitous teashops—and 
should the griping turn into activism, an 
equally vast network of prisons stands 
ready to receive those who dare oppose 
the regime. Books, magazines, movies 
and even music are heavily censored. 
Crude government propaganda pours out 
through the official media, schools, uni- 
versities and work places. 

Billboards in cities and towns exhort 
the populace to “Crush all internal and ex- 


oo Mr. Lintner is a journalist based in Thailand 
and the author of several books on Burma. 
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Reading is one of the few ways in which ordinary 


Burmese can find an outlet for their frustrations. 





ternal destructive elements as the common 

enemy,” and “Crush all those holding nega- 
tive views.” As in Nineteen Eight-Four, Bur- 
ma is acountry where “in the end the Party 

would announce that two and two made 

five, and you would have to believe it.” 

Orwell, whose real name was Eric Blair, 
served in the Imperial Police in Burma 
from 1922-27, and Ms. Larkin spent over 
a year visiting the places where he lived. 
She discovers a world of whispered con- 
versations in teashops, and the exchange 
of books covered in brown paper so the 
spies cannot see what the people are ac- 
tually reading. 

The Burmese—even trishaw drivers, 
hairdressers and hotel bellboys—are avid 
readers. This is partly the continuation of 
a long literary tradition. But it is also the 
result of a political system where a silent 
activity like readingis one ofthe few ways 
in which ordinary people can find an out- 
let for their frustrations. 

“Emma Larkin” is the pseudonym of a 
writer who was born and brought up in 
Asia and is fluent in several Asian lan- 
guages, among them Burmese. She stud- 
ied Asian history at the School of Oriental 
and Asian Studies in London, and has con- 
tributed to newspapers and magazines 
around the world before writing this book, 
her first. It is a marvellous combination of 
literary odyssey and political travelogue, 
a mixture that works because of Orwell’s 
Burmese past, not to mention the jokes 
now told by Burmese intellectuals. 

She talks to former political prison- 
ers who, like Winston Smith in Nineteen 
Eighty-Four, have committed no crime 
other than “telling the truth.” A retired 
engineer teaches her to spot an inform- 
er or a secret police agent in a crowd. A 
young man wants to know what Dr. Jekyll 


and Mr. Hyde is all about. All her charac- 
ters are real, and, yes, very Burmese as 
well. Intellectual dreamers read Ernest 
Hemingway and admire Abraham Lin- 
coln—and wait for things to change. They 
are unable to move an inch without being 
spotted, and apprehended, by the govern- 
ment’s security services. 

Ms. Larkin finishes her journey in Katha 
in the far north, the setting for Burmese 
Days. While tracing Orwell’s footsteps, she 
remarks on the fact that all of his novels 
end in defeat. The main characters try to 
fight the system, but just when you think 
they have surmounted the final obstacle, 
they lose the battle. 

If that is a prophecy for Burma, the fu- 
ture for Ms. Larkin’s Burmese friends is 
bleak indeed. Yet despite all the sorrow 
and the tragedies that have come to char- 
acterize modern Burmese history, Ms. 
Larkin remains optimistic. She looks for- 
ward to “the day when Orwell’s unwitting 
prophecy will have been ridden out and 
the pages of my copy of Nineteen Eighty- 
Four can finally be closed.” 

In the meantime, however, her book is 
bound to be circulated secretly in Burmese 
teashops, covered in brown paper and read 
by candlelight at home, well out of sight of 


Big Brother’s army of spies. 
misnomer, since the war in Bur- 

ma between Allied Forces and 
Japan is hardly “forgotten.” Nevertheless, 
his study is worth reading, not because 
his heroes are “unsung,” as he puts it, but 
because he chronicles the initial British 
defeat, ensuing stalemate, and eventual 
victory over the Japanese in minute detail 
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and beautifully written prose. 

The fighting in Burma may in fact be 
one of the most documented wars in Asian 
history. Only two years ago, the Imperial 
War Museum in London published a de- 
tailed, 456-page volume on the Burma 
campaign written by military historian 
Julian Thompson. Dozens of other books 
have also been written about the British 
retreat in 1942, the establishment of a Jap- 
anese-supported puppet administration 
in Burma, the Allies’ alliances with local 
tribal guerrilla forces, and the ultimate de- 
feat of the Japanese in one of the bloodiest 
campaigns of World War II. 

However, once we put aside his unfor- 
tunate title, Mr. Latimer does add to our 
understanding with a very authoritative 
and comprehensive study. Drawing on 
wartime records in Washington, Lon- 
don, Edinburgh and the Gurkha Muse- 
um in Winchester, as well as interviews 
with surviving veterans, he makes the 
campaign come alive through the voices 
of the soldiers who fought it. Useful maps 
help the reader locate little-known places 
like the Kabaw Valley and Arakan Yoma, 
scenes of fierce battles between the Allies 
and the Japanese. 

Most significantly, he tackles the war's 
legacies, which linger to this day: the rise 
of a military regime in Burma, and seem- 
ingly never-ending insurgencies among 
the tribes that were armed by the Allies 
to fight against the Japanese. The Ka- 
rens and the Kachins fought for years for 
autonomy and even independence from 
Burma. In northéastern India, the base 
from which the campaign was launched, 
the Nagas have fought ever since for inde- 
pendence from India. 

Mr. Latimer, who served for many 
years with the Royal Welsh Fusiliers and 
as a military intelligence officer, is the au- 
thor of several other books about World 
War II, including Tobruk 1941 and Alam- 
ein. But this may be his most outstanding 
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study when it comes to detail and drama, 
because the Burma campaign was one of 
the biggest multiracial undertakings in 
the history of warfare. 

The allied troops came not only from 
Britain and the United States but also 
from Canada, Australia, New Zealand, 
West, East and South Africa, and, over- 
whelmingly, from India. They included 


“Dogras, Sikhs, Punjabis, Kumaonis, Ma- 


drassis and Nepalese, representing every 
race and caste on the subcontinent.” 

Witness the construction of the 1,000- 
kilometer road from northeastern India 
through northern Burma to support the 
forces fighting the Japanese in China. Ac- 
cording to Lt. Col. Frank Owen, a British 
war veteran and the author of The Cam- 
paign in Burma, “Chinese, Chins, Kachins, 
Indians, Nepalese, Nagas, Garos slashed, 
haled and piled. Negroes drove machines. 
Black, brown, yellow and white men toiled 
shoulder-deep in the streams, belt-deep 
in red mud.” In the surrounding hills and 
mountains, Kachin and Karen guerrillas 
staged hit-and-run attacks on Japanese 
positions. 

More than any author before him, Mr. 
Latimer captures the personalities of 
this unique campaign’s leaders. Here is 
William “Uncle Bill” Slim, the avuncular 
commander of the Fourteenth Army who 
was backed by the aristocratic Lord Louis 
Mountbatten. Most colorful of all is the 
American Joseph Stilwell, who became 
known as “Vinegar Joe” because of his 
short temper and vitriolic verbal attacks 
on almost everyone around him, especial- 
ly his British comrades in arms. 

Orde Wingate, a British officer, was 


“a blend of mysticism, passion and com- 


plete self-confidence tinged with darkest 
depression; he was obsessive, rude and 
overbearing.” But his special force, code- 
named the Chindits, thrust far behind 
the Japanese lines, gravely disrupting the 
enemy’s supply lines. Wingate himself did 
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The Burma campaign of World War II was one of the 


biggest multiracial undertakings in the history of warfare. 


not live to see the Japanese defeated, per- 
ishing in a plane crash in 1944. 

The Japanese who died—and they num- 
bered 190,000, three-fifths of the men who 
were sent there, or 13 times the number of 
Allied dead—are less remembered. Most 
Allied veterans carry “the same abiding 
hatred” of the Japanese adversary, who 
was considered merciless and brutal to the 
extreme. But David Wilson, chairman of 
the Burma Star Association of war veter- 
ans, once invited his former enemies to his 
home and a war memorial in York, Eng- 
land. He observed that “it is hard to think 
of these men, impeccably dressed in smart 
suits, as the savage enemy they once were, 
and their emotion is quite genuine when 
they lay their wreaths of chrysanthemums 
on our memorial.” 

When Mr. Wilson asked why they held 
a British memorial in such high esteem, 
he was told, “because it is part of our his- 
tory too now. We have nothing in Japan 
to remind us of our friends and relatives 
who lie with yours in Burma. It is our 
privilege to remember them here.” Such 
human touches make Mr. Latimer’s book 
stand out among the many accounts of the 
Burma campaign. 

Mr. Latimer belongs to the postwar 
generation of British soldiers and believes 
that “we must move on. The only Japanese 
I have ever met were rugby fans, and I like 
rugby fans.” But racist attitudes prevailed 
among many British, and not only toward 
the Japanese. 

When the Allied forces retook Rangoon 
from the Japanese in 1945, the Union Jack 
was hoisted over the Burmese capital by 
an Indian soldier, Mohammed Munsif 
Khan. After the partition of India in 1947, 
he worked in the Pakistan embassy in Bei- 





jing, then went to join his son in Britain. 
But he was stopped at London’s Heath- 
row airport, and refused entry due to 
some “administrative error.” Infuriated, 
he returned his medals, including the 
Burma Star. 

Once the war was over, the camarade- 
rie of the front lines also passed into his- 
tory. Colonial haughtiness was back—and 
the people in the colonies began to fight for 
independence. To better understand how 
that battle began, Mr. Latimer’s book is a 
must-read. More than just a history of the 
war, it is an account of how Asia’s old order 
collapsed and gave way to new realities. 


COMRADES AND STRANGERS: BEHIND 
THE CLOSED DOORS OF NORTH KOREA 
by Michael Harrold 
Wiley, 405 pages, $19.95 





Reviewed by L. GORDON CROVITZ 


N THE WORLD of the blind, the 
one-eyed man is king, so in the 
case of mysterious North Korea, 
we should be grateful for any telling of 
direct observations of life in that hidden 
country. Michael Harrold’s Comrades and 
Strangers, a personal memoir of his seven 
years in Pyongyang as the first Briton per- 
mitted to live in the country, sheds surpris- 
ing light, considering that its author admits 
he was at best a one-eyed observer. 
The value of this book is not in the au- 
thor’s political assessment of North Korea. 


œ~ L. Gordon Crovitz, senior vice president of 
Dow Jones, was editor and publisher of the FAR 
EASTERN ECONOMIC REVIEW from 1992 to 1996. 
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Indeed, readers of this magazine will find 

his understanding of North Korea some- 
where between banal and naive. He ar- 
rived in 1987 as a 25-year-old graduate of 
Leeds University who at first spoke no Ko- 
rean and knew little about the country. He 

happened to see a job listing for an Eng- 
lish-language editor and applied, thus be- 
coming the first British worker in North 

Korea. 

The most generous interpretation of a 
young Westerner who spent seven years 
polishing government propaganda by 
translating books, speeches and news 
into English is that he didn’t think his 
work was of much import. A less gener- 
ous view would include wonder about the 
moral fiber of a young man who did noth- 
ing to seek the truth or bear witness to the 
country’s brutal labor camps, mass starva- 
tion or nuclear ambitions. 

Whichever way readers might view Mr. 
Harrold, there is considerable value in this 
personal memoir for what it says about the 
one way in which North Korea is impres- 
sively modern: It has perfected the politi- 
cal art of totalitarian rule. Mr. Harrold’s 
world consisted of the Foreign Languages 
Publishing House and his North Korean 
and fellow foreign colleagues. He gives a 
clear view of how even foreigners whose 
greatest risk was deportation (and whose 
lives were leavened with plentiful food, 
chauffeurs and special hard currency) 
quickly found themselves living the intim- 
idated, censored and secretive lifestyles of 
North Koreans. 

Mr. Harrold is modest and often amus- 
ing in recounting his professional contri- 
butions. He edited the speeches compiled 
into the many volumes of Kim Il Sung 
Works, such as these examples from vol- 
ume 37: 


Frankly, I struggled to see the point in a 
lot of what I was doing; North Korea’s 
fishermen would no doubt have lapped up 


“On Speeding Up Preparations for Winter 
Fishing and Stepping Up Fish Farming,” 
while a must-see for the their counter- 
parts in the rural areas would have been 

“On Accelerating the Reclamation of 
Tideland and Increasing the Fertility of 
Fields.” But what interest could there pos- 
sibly be for English-speaking readers? 


He also recounted how his North Kore- 
an supervisor insisted that “workingclas- 
sization” must be an English word. In such 
disputes, Mr. Harrold occasionally won 
the point by claiming that the offending 
usage was American English. Referring 
to disputes with one of his North Korean 
supervisors, Mr. Harrold wrote, “Even if 
on occasion Mr. Ma suspected that I was 
being a little dishonest, he couldn’t ar- 
gue because he knew that I knew that he 
could not contemplate even the possibil- 
ity of American English coming from the 
Great Leader’s mouth.” 

Not that the North Korean regime is al- 
ways unsophisticated about its propagan- 
da. This is the country that united Kim Il 
Sung with his son and heir, Kim Jong Il, in 
the saying, “The Great Leader is just the 
Dear Leader and the Dear Leader is just 
the Great Leader." Mr. Harrold also notes 
that North Koreans never capitalize the 


“N” or the “S” in referring to the divided 


Koreas, in an effort subtly to perpetuate 
the notion that the country is unified, al- 
beit in a continuing civil war. 

The one propaganda coup for which 
Mr. Harrold took credit was persuad- 
ing his North Korean supervisors that 
the constant repetition of *Great Leader" 
made Kim Il Sung appear ridiculous to an 
English-reading audience. The obligatory 
inclusion of this honorific disappeared. 
But Western journalists read into the new 
style that Kim Il Sung was losing his con- 
trol on power or perhaps was preparing a 
succession. “Great Leader" quickly reap- 
peared in all references. 


68 FAR EASTERN ECONOMIC REVIEW c= December 2004 


J 


Even in the comfort of Pyongyang’s foreign enclave, 
life is bleak and truth is the daily victim, 


in professional and personal matters alike. 


In recent weeks, North Korea watchers 
have tried to deduce the meaning of por- 
traits of the Great and Dear Leaders be- 
ing removed from certain public buildings, 
which has led to speculation that the cult 
of personality might recede or perhaps 
that a non-family member could succeed 
Kim Jung Il. But Mr. Harrold's example 
also suggests that the cause could be as 
random as, say, a comment from a visiting 
Chinese delegation that the picture frames 
needed updating. 

"It was a culture of deceit and secrecy 
that fed on itself to produce the darkest 
speculation," Mr. Harrold wrote, refer- 
ring not to North Korea generally, but to 
his smaller world among mouthpiece col- 
leagues from France, Switzerland, Africa 
and the Middle East and their North Ko- 
rean minders (for all of whom he uses false 
names to obscure identities): 


Philippe told me to watch what I said to 
Mr. Choe and Madame Beatrice; Ma- 
dame Beatrice warned me to be careful 
about what I said to Mr. Choe; Mr. Choe 
claimed Philippe and Madame Beatrice 
repeated to him everything I told them. 
Philippe told me not to believe Mr. Choe 
if he claimed that he, Philippe, had told 
him something because he, Mr. Choe, was 
probably lying. Mr. Choe told me Philippe 
was a liar. Ali seemed to have no objec- 
tions to me talking to anyone; except, it 
turned out, himself. 


Another fellow foreign worker became 
so paranoid that he'd conduct conversa- 
tions while looking for eavesdroppers 
over his shoulder, leading to the slapstick 





scene of Mr. Harrold following his gaze, 
thus leading his colleague to demand to 
know who he'd seen. 

Mr. Harrold was rightly traumatized 
when he shared a copy of an illicit cas- 
sette of South Korean music with a North 
Korean friend, who then disappeared for a 
time. Over drinks with a British engineer 
at a cafe for foreigners that he presumed 
was bugged, he forgot to dissemble and 
speculated that the Dear Leader would 
last only three months after the death of 
the Great Leader. For weeks afterward, he 
lived in a panic, whenever anyone spoke 
with him turning “over in my mind every 
word, searching desperately for any hint | 
of innuendo referring to the dreadful mis- 
take I had made.” 

Mr. Harrold regrets that he could not 
penetrate North Korean life despite years 
of trying. But he deserves credit for de- 
scribing in detail the bleak lives led even 
in the comfort of Pyongyang's foreign 
enclave. Truth was the daily victim, in 
professional and personal matters alike. 
Indeed, this book's great contribution is 
in reminding us how hard it is for the out- 
side world—from Washington to Tokyo, 
including even Seoul and Beijing—truly 
to know North Korea. 

The more we know about how little we 
know about North Korea, the more seri- 
ously we should take the facts that we do 
know: about its nuclear program, about 
its arms sales to rogue states and terror- 
ists, about its disdain for the basic rights 
of its own and other people. First-hand ac- 
counts that can shed only limited light on 
North Korea are a reminder why the rest 
ofthe world must choose between hoping 
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for a benign North Korea or drawing con- 
clusions based on the little we are able to 
know about it. 

In a pre-terror age, before North Korea 
pursued its nuclear program, ignorance by 
the outside world may have meant it gotthe 
benefit of the doubt. Today, the presump- 
tion is likelier going to be to act against 
North Korea before it uses or transfers nu- 
clear weapons and the rest of the world 
suffers from what we didn’t know. 


THE CLASH OF EMPIRES: 
THE INVENTION OF CHINA IN 
MODERN WORLD MAKING 
By Lydia H. Liu 
Harvard University Press, 318 pages, 
$45 
ON ene B7 
Reviewed by PAMELA KYLE CROSSLEY 

HERE IS MUCH in this absorbing 
and resourceful book that puts 
the reader in mind of Terry Ea- 
gleton’s recent appeal for “bigger” narra- 
tives in the fields of cultural studies. Too 
often the “critical” approach has the ef- 
fect of shrinking great events rather than 
expanding them, and makes the dreaded 
“gaze” glance off the causes of historical 
change and light on the ephemeral effects. 
That danger lurks everywhere in The Clash 
of Empires. But in the end, the power of 
the subject and the wisdom of the author 

avoid a plummet into negligibility. 
Everybody talks about the language 
problem in the conflicts between the Qing 
and the British empires in the 19th century, 
but until now nobody has done anything 
about it. The British believed that Qing of- 
ficials referred to them as *barbarians" in 
state documents. This became emblem- 


œ» Ms. Crossley is a professor of history at Dart- 
mouth College. 


atic (Ms. Liu prefers to say it was a “su- 
per-sign") of all their problems with the 
Qing empire—the centrally managed and 
monitored “Canton system,” the cultural 
insularity, the political naiveté, the incon- 
gruence between rhetorical self-aggran- 
dizement and military incompetence. 

Everything that stood between British 
merchants and missionaries and an ideal 
relationship with the Chinese came to be 
entangled with words meaning or implying 
the “barbarism” of Britons and other Euro- 
peans. So institutionalized was the percep- 
tion on the British side that they took pains 
to stipulate, in the famed Article 51 of the 
Treaty of Tientsin (Tianjin) in 1858, that 
Qing imperial documents, no matter how 
secret or informal, would never again use 
the word to apply to “the Government or 
subjects of Her Britannic Majesty.” 

So far, so familiar. But Ms. Liu pro- 
ceeds from this point to explore scholar- 
ship, opinion and vignettes on both sides 
of the imperial contest, elaborating upon 
and exploring the extraordinary proposi- 
tion that one imperial order can take upon 
itself the disciplining of another imperial 
order’s language. 

The resulting discussion is nearly al- 
ways enjoyable, particularly when dealing 
with the intriguing episodes of misappro- 
priation and misunderstanding—Robert 
Morrison’s misadventures in getting the 
Bible translated, W.A.P. Martin’s attempts 
to get an American view of international 
law rooted in China under the nose of Rob- 
ert Hart, and not least the solemn dispatch 
of a Bible from Empress Victoria to the 
dowager Empress Cixi. 

The theoretical miscellany accumu- 
lating through the book is less engaging. 
Longish passages range through Europe- 
an philosophy, Chinese political classics, 
critical theory on photography, ritual and 
pomp, museums, and semantics. They evi- 
dently are meant to provide background to 
the novice, but are likely to annoy those 
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Linda Liu hits the mark with her statement, 


‘Civilizations do not clash, but empires do.’ 


with some knowledge. 

A final meditation on the throne-fetish 
in Bernardo Bertolucci’s movie The Last 
Emperor comes off as both inevitable and 
perfunctory. A discussion of desire and the 
projections of meaning that leads into an 
extremely brief analysis of Grotius on in- 
ternational law is not likely to edify the raw 
or persuade the cooked. A long disquisition 
on the history of the Indo-European lan- 
guage family theory, too short to do justice 
to the subject but too long to avoid break- 
ing the author’s train of thought, is appar- 
ently intended to underscore the point 
that assumptions about the relationship 
between expressive power and quality of 
civilization were deeply embedded in ed- 
ucated Europeans (which might or might. 
not include the diplomats who composed 
the Treaty of Tientsin) long before the ter- 
minological dust-up of the 19th century. 

A valuable chapter on the linguistic dis- 
putes and the circumscription of a zone of 
barbarity in Chinese literary tradition is 
marred by a significance-freighted refer- 
ence to Zeng Jing that lingers over his first 
inquisition under the Yongzheng emper- 
or—which got him a warning and a job— 
but dispenses in less than a sentence with 
the second, under the Qianlong emperor— 
which got him death by slicing. 

Had there perhaps been a semiotic rev- 
olution in between inquisitions? Or, is it 
possible that semiotics does not always 
discover what is going on in the parts of 
history that cause people to get rich or 
poor, ignorant or educated, enfranchised 
or subjected, employed or dismembered? 
And despite the book’s many theoretical 
and interpretive asides, the ideological 
and semantic connection between “em- 
pire" and *empiricism"—which is not 





specious or coincidental—is explored no- 
where at all. 

Many readers will be reminded of 
James Hevia's Cherishing Men from Afar 
(Duke, 1995), which Ms. Liu frequently 
invokes. The books aré genuine compan- 
ions, and together present a coherent in- 
terpretation of early modern and modern 
linguistic and performance behaviors in 
the negotiation of imperial interests. 

Indeed Ms. Liu's abbreviated discus- 
sions of sovereignty and subjectivity will 
come across as shallow unless the read- 
er bears in mind Mr. Hevia's preceding 
work. Perhaps even more than Mr. Hevia, 
Ms. Liu in The Clash of Empires has found 
a language that is without the opacity or 
pidgin tics that mar many a work still be- 
ing written in the “critical” or “cultural” 
dialect. In this language, she presents 
many points that scholars of the 19th and 
early 20th centuries will find at once per- 
suasive and still reasonably fresh: Ms. Liu 
is firm in describing the contest as occur- 
ring between two empires—not an empire 
and a “dynasty” as some writers in English 
continue to term it. 

The production of national narrative 
objects, as in the case of “China,” can be 
demonstrated to be an artefact of British 
imperial era historicizing, and certainly 
does not come from the narratives fos- 
tered by the Qing empire or its regional 
predecessors. And Ms. Liu has hit the 
mark with her statement, “Civilizations 
do not clash, but empires do.” This is the 
theme, at times more well-marked than 
at others, of Ms. Liu’s book. It demands 
an accounting of actors and ambitions in 
international conflict. The book does not 
answer its own demands, but perhaps pos- 
ing the question so firmly is an answer in 
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itself. 

Among its many other virtues, Ms. Liu’s 
book supplies the full text of Lin Zexu’s 
letter to Queen Victoria, with both the 
contemporary Chinese Repository trans- 
lation and the 1954 rendition in Teng and 
Fairbank, China’s Response to the West. 
As often happens in Lydia Liu’s writings, 
there is a transparency to the scholarship 
and argument that is lacking in present- 
day academic publication. 

But whether Ms. Liu’s book will be 
found of great or of modest value de- 
pends on the disciplinary allegiances of 
the reader. Those believing semiotics to 
be the lifeblood of historical change will 
find Ms. Liu’s new book to be a critically 
important addition to existing scholar- 
ship, loaded with valuable insight. Those 
regarding semiotics as the effluvia of his- 
torical currents may find that a smart and 
sturdy essay on a central issue of the 19th 
century has been needlessly obscured by 
a self-conscious latticework of distracting 
and unconvincing theoretical signage. Ei- 
ther way, The Clash of Empires deserves 
a place in the library of every scholar of 
modern China. 


MAXIMUM CITY: 
BOMBAY LOST AND FOUND 
By Suketu Mehta 
Knopf, 560 pages, $27.95 





Reviewed by SALIL TRIPATHI 
O MILLIONS OF Indians, Bom- 
bay is their country's Hollywood, 
arousing endless fascination with 
its glitter and glamour. To the many of us 
who grew up in Bombay and didn't run 


e Bombay-born Mr. Tripathi, a former REVIEW 
correspondent in Singapore, is now a writer 
based in London. 


into sultry starlets in suburban trains, it 
is India's Manhattan, the island of oppor- 
tunities. It is the melting pot where any- 
one can be a star, an entrepreneur, a taxi 
driver-caste no bar, creed no bar-becom- 
ing whatever one dreams of. 

With shopping malls replacing textile 
mills, and dozens of new flyovers allowing 
professionals the illusion that slums don't 
exist as they are driven to their Nariman 
Point skyscrapers, itis easy to buy into the 
dream that Bombay can become the big- 
gest financial center between Shanghai 
and London, if not between Tokyo and 
New York. 

Bombay pays 3896 of India's taxes, and 
has one of the world's oldest stock ex- 
changes, where shares of thousands of 
companies are traded. Office rents are al- 
ready higher than those in some parts of 
Manhattan. Many foreign investors make 
Bombay their first port of call, and in this 
century, it may indeed become a major in- 
ternational financial capital. 

But that's only possible if another Bom- 
bay-called Mumbai-allows it to happen. 
Mumbai looks more like the Chicago of 
the 1920s, with speakeasies, gun fights 
and mob rule. Mob families have divided 
up the city, squeezing protection money 
from legitimate businesses and destroy- 
ing the fiber which makes the city cohere. 
Hindu gangs burn Muslims and Muslim 
gangs plant bombs. Meanwhile, the police 
kill criminals because it is simpler than 
taking them to courts which are mired 
in a backlog that at the current pace 
would take centuries to clear. Even the 
judges sometimes turn to the thugs to get 
justice. 

New York-based writer Suketu Mehta 
has managed to combine all these dispa- 
rate personas into a credible whole. The 
finished product is much like Bombay's fa- 
vorite dish, pao bhaji, made of bread fried 
in butter, eaten with a dozen vegetables 
beaten to a pulp, served piping hot with 
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Commercial interaction between communities in 
Bombay breaks the barriers between people. A mobster 


calls this insaniyat, or humanity. Bombay has it in spades. 


spices—the original ingredients lose their 
separate flavors as they meld into one. 

That’s great for those smitten by Bom- 
bay. But why should the rest of the world 
care about an overcrowded Third World 
city that has dismayed writers like V.S. 
Naipaul? In short, because this is what the 
future might look like for the rest of Asia. 

Mega cities are an Asian phenomenon 
(out of the world’s 15 most populous cities, 
11 are Asian) and they matter. In the devel- 
oping world, enterprising poor people are 
leaving their farms and homes to pursue 
a bigger dream in the bigger city. In many 
urban areas services have simply broken 
down. And yet the people keep coming. 

Among these cities, Bombay is the big- 
gest. And thousands more arrive daily. 
Within 10 years, it may grow to 23 million 
people, or more than Australia’s current 
population. “Bombay is the future of ur- 
ban civilization on the planet, God help 
us,” Mr. Mehta writes. ; 

So can Bombay offer any hope? Som 
two million of its inhabitants do not have 
access to clean toilets, and over half live 
in slums. However, most have TV sets, 
and many now own scooters, if not cars. 

“People in Bombay eat relatively well, too, 
even the slum dwellers. The real luxuries 
are running water, clean bathrooms, and 
transport and housing fit for human be- 
ings,” Mr. Mehta poignantly observes. 

To get something done, you don’t nec- 
essarily have to bribe officials, but you 
certainly need connections. And with 
ever-lengthening queues, the only option 
is often to go to the mob. For only the mob 
can and will deliver. 

And so Mr. Mehta directs our attention 





to the “morally compromised” people. 
There is the rioter Sunil who has killed 
Muslims, but is now a civil servant who 
can get small jobs done for people, since 
his party has come to power. There are 
pitiless assassins for hire, Satish and Moh- 
sin, calmly describing how they kill their 
targets. Then there is Monalisa, a seduc- 
tive cabaret dancer who has often slashed 
her wrists over lost love. 

Ajay Lal, a police officer, would never 
take a bribe, but he has no qualms about 
torturing a suspect. Mr. Mehta squirms 
when he sees a man being thrashed with 
a leather strap at the police station. The 
policeman tells him: “This is nothing. This 
is Walt Disney.” 

The focus on this netherworld has a 
purpose. In the lives of these superstitious 
men and women who gravitate to seedy 
bars, Mr. Mehta sees the intersection of 
what makes Bombay fascinating—money, 
sex, love, death and show business. Bom- 
bay has had its 9/11 moments in the form 
of bomb blasts and riots, and yet the city 
is not the Beirut of the past or the Bagh- 
dad of the present. It remains a remarkably 
peaceful place despite stress levels reach- 
ing breaking point. 

Why? Mr. Mehta offers this revealing 
vignette which any visitor can see for him- 
self: 


In the crowded suburban trains, you can 
run up to the packed compartments and 
find many hands stretching out to grab 
you on board, unfolding outwards from 
the train like petals.... And at the moment 
of contact, they do not know if the hand 
that is reaching for theirs belongs to a 
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Hindu or Muslim or Christian or Brahmin 
or untouchable or whether you were born 
in this city or arrived only this morning... 
All they know is that you're trying to get to 
the city of gold, and that’s enough. Come 
on board, they say. We'll adjust. 


It is that ability to adjust, to accept, to 
blend, and yet to keep churning, that has 
kept Bombay thriving. By almost any eco- 
nomic, demographic or environmental 
yardstick, Bombay should have collapsed 
long ago. But a city that continues to at- 
tract thousands daily can never be called 
dying, Mr. Mehta says. 

Ashutosh Varshney, who teaches South 
Asian politics at the University of Notre 
Dame in the U.S., argued in his book Eth- 
nic Conflict and Civic Life: Hindus and Mus- 
lims in India that commercial interaction 
between communities creates a civic fiber 
which breaks the barriers between people. 
In many Indian cities such ties are absent. 
But in Bombay, an extended arm is usually 
reciprocated. A mobster explains this phe- 
nomenon as insaniyat, or humanity. Bom- 
bay has it in spades. 

When Mr. Naipaul came to Bombay for 
the first time to write An Area of Darkness, 
he was unnerved to find that “there was 
nothing in my appearance or dress to dis- 
tinguish me from the crowd eternally hur- 
rying into Churchgate Station.” A pity he 
didn’t try to seek out those hands extend- 
ed from the compartments. As Mr. Mehta 
shows, it is easy to do so. 

Many fiction writers have immortal- 
ized Bombay, but the city has never be- 
fore been celebrated in a masterpiece of 
literary journalism like Maximum City. 
Mr. Mehta concludes: “The reason a hu- 
man being can live in a Bombay slum and 
not lose his sanity is that his dream life is 
bigger than his squalid quarters.” Because 
the city is essentially humane, the most 
wretched ofits residents still dream, night 
after night. If Asians continue to swarm 


the cities, they will need such dreams and 
humanity. 
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RHAPSODY IN RED: HOW WESTERN 
CLASSICAL MUSIC BECAME CHINESE 
By Sheila Melvin and Jindong Cai 
Algora, 362 pages, $33 


UNITY AND DISCORD: MUSIC AND 
POLITICS IN CONTEMPORARY TIBET 
Tibet Information Network, 220 pages, 

$25 


Or y 


Reviewed by JONATHAN MIRSKY 

VERYONE INTERESTED IN China 
knows that when it comes to the 

written word, film, and nowadays 
the Internet, deviation from the Party line 
can be dangerous. As we learn from these 
two comprehensive books, the same is 
true of music. 

That may seem unbelievable when Chi- 
nese musicians often win international 
contests, and stars like the cellist Yo-Yo 
Ma are applauded in the West. But not 
long ago, Mr. Ma was banned from China 
for helping compose music for Seven Years 
in Tibet, the film about the Austrian Nazi 
climber Heinrich Harrer and the boy Da- 
lai Lama. And Tibetan nuns still die in 
prison for singing songs protesting the 
Chinese occupation. 

In their wide-ranging study, Sheila 
Melvin, a journalist who specializes in 
Chinese music, and her husband Jindong 


Cai, a music professor at Stanford Univer- 
sity, state: 


Mao's proclamation regarding the link be- 
tween art and politics is as true today as 
when it was made more than sixty years 





c-» Mr. Mirsky is the former East Asia editor of 
the Times of London. 
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ago. There is no such thing as art that is 
independent of politics in China—and 
there probably never will be. 


About 20 years ago I observed Radu 
Lupu conduct a piano master-class in 
Shanghai. When he invited a professor of 
piano to play some Chopin, she had to de- 
cline because Red Guards had broken her 
fingers so badly she could no longer play. 
Indeed, Ms. Melvin and Mr. Cai inform us, 
during the first year or two of the Cultural 
Revolution at the Shanghai Conservatory 
alone, “Seventeen Conservatory profes- 
sors, spouses, and students had been driv- 
en to take their own lives.” Because the 
pianist Fu Cong lived in Britain and was 
thus deemed a traitor, his parents were 
tormented until they killed themselves. 

There is much irony in this: Shanghai, 
the birthplace of public performances of 
Western music in China, now sends hun- 
dreds of musicians abroad to perform and 
welcomes famous Western musicians to 
perform to huge audiences. The Qing Em- 
perors Kangxi and Qianlong were fasci- 
nated by foreign instruments and their 
sounds. Likewise the modern state takes 
an interest in Western music, whether to 
encourage, sponsor or condemn. To this 
day, the authors note, most Chinese musi- 
clans are registered in a state danwei, or 
work unit. 

For almost a century, there has been 
some interest among urban performers in 
native Chinese music—especially in the 
Communist era, when, in accordance with 
Mao’s commands, patriotic musicians col- 
lected the music of the “masses.” But even 
then, these songs, dances, and instrumen- 
tal music were often doctored with West- 
ern chords and orchestrations to make it 


more “understandable.” China’s cultural 
cringe about its own music, except during 
the Cultural Revolution when it was the 
only item on the program, is notable. 

As Ms. Melvin and Mr. Cai say, “Some- 
times it seems that the general rule in 
China is that if foreigners like it [Chinese 
music] it can’t be any good and it most 
certainly can’t be authentic because a 
foreigner could never understand any- 
thing that is truly Chinese.” Yo-Yo Ma’s 
Silk Road performances of Central Asian 
music are notable for their rejigging of the 
music to make it more appealing to West- 
ern audiences. 

Western music is again in the ascen- 
dancy in China proper, where the authors 
describe it as little more than show busi- 
ness. But in Tibet much officially approved 
music, quite apart from the imposition of 
Maoist patriotic music during the Cultur- 
al Revolution, is essentially Chinese, even 
when somewhere inside the piece there 
lurks a Tibetan melody. No one can win 
the gold medal in a song contest of “mi- 
nority music,” even if he or she is dressed 
in “native” costume, unless the words are 
in Chinese. 

There is a simple reason for this: Tibet- 
ans are regarded as the younger brothers 
of the dominant Hans. “The logic of the 
image of the happy, singing, dancing Ti- 
betan attempts to rob Tibetan music of 
all but one emotional meaning [happi- 
ness] and like the regime itself, thereby 
attempts to preclude even the smallest 
hint of dissent.” 

In China, while some brave musicians 
disputed Maoist principles, and suffered 
accordingly, there seems to have been no 
samizdat, or underground, music, as there 
was in the former Soviet Union. But there 
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has always been musical dissent inside 
Tibet. 

Since its founding in 1987 by Robbie 
Barnett, the Tibet Information Network 
has been the premier supplier of informa- 
tion and news from within Tibet. Unity 
and Discord, a highly important book that 
supplies even the texts of both approved 
and unapproved songs (but is marred by 
having no index) shows how the most in- 
nocent-sounding melody may harbor hid- 
den dissent. 

A well-known propaganda song, 
“Chairman Mao was born in the Dragon 
Year, and the dragons are louder with 
each passing year,” was sung privately in 
Tibetan as “Chairman Mao was born in 
the Pig Year, and the pigs grow fatter with 
each passing year.” Openly defiant songs, 
like those sung in prison by nuns, such as 
“Formerly, Tibet was free and indepen- 
dent, but now the Chinese have usurped 
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our bodies," bring down beatings, torture 
and death. 

There is a considerable argument 
among Tibetans nowadays, TIN informs 
us, over what is authentic Tibetan music. 
Chinese songs, especially from Taiwan 
and Hong Kong, together with music from 
Nepal and India, are very popular both in- 
side Tibet and in the Tibetan diaspora, al- 
though the exile government attempts to 
keep traditional music alive. 

*The centralissue in these debates," Ms. 
Melvin and Mr. Cai explain, “is how to de- 
finea Tibetan identity in the modern world 
and how a distinct Tibetan cultural iden- 
tity can be preserved into the future." Ac- 
cording to a Tibetan exile, the grim fact is 
this: *Whether Tibetan culture is entirely 
destroyed or not, and whether there is an 
influence of Chinese culture in Tibet or 
not, the point is that it happens in a situa- 
tion of force." 
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WHEN THE ‘DUMMIES’ TALK BACK 
by Simon Leys 
Far Eastern Economic Review 
Vol. 144, No. 24, June 15, 1989, Page 14 


HE RECENT EVENTS in Peking 
call irresistibly to mind Bertholt 

Brecht's famous epigram: *The 
people have lost the confidence of the 
Government; the Government has decid- 
ed to dissolve the people, and to appoint 
another one." 

Whatever the immediate grim out- 
come of the demonstrations, one thing is 
already certain: May 1989 will remain as 
one of the most momentous dates in the 
history of 20th century China and as a 
landmark in the Long March of mankind 
towards democracy—and away from to- 
talitarianism. 

The demonstrations may have appeared 
confused, vague and muddled in some re- 
spects—this was an inevitable price for 
their spontaneity—nevertheless, they 
have achieved one gigantic and decisive 
result: They exploded once and for all the 
fiction that was summarized in the very 
name “People’s Republic” of China. Fol- 
lowing the Orwellian convention which 
generally requires that cannibal kings be 
called “Wise Leaders,” that gangs of thugs 
be known as “Liberation Fronts,” and that 
every murderous despotism should always 


e Simon Leys is the pen name of Pierre Ryck- 
mans, a Belgian scholar of Chinese literature 
who now lives in Sydney and whose best-known 
work, Chinese Shadows, debunked Mao-era 
myths. This article was written before the June 
4-5 massacre and was slightly edited to take ac- 
count of it. 





carry the title of “Democratic Republic,” 
the Chinese communist regime used to 

affix “People’s” labels upon virtually ev- 
ery institution and organ of the State, as if 
better to indicate that the real people were 

to be effectively evacuated from the entire 

political system. 

With all other avenues of expression 
barred to them, in a spontaneous move, 
they finally gathered in the open, under 
the sky, on Tiananmen Square, and there 
they showed to the world that the com- 
munist government, having alienated the 
whole nation, is now willing to declare 
war on its own citizens. 

The location they chose has a rich his- 
torical significance. Virtually on the same 
spot, 70 years ago (May 4, 1919), Modern 
China was truly born, with a demonstra- 
tion of students denouncing an oppressive 
and corrupt government, and demanding 
democracy and modernization. Ever since, 
the spirit of the “May Fourth Movement” 
has remained an inspiration for all that is 
young and alive in China. The quest for 
democracy is the essential thread that 
pervades the entire history of China in 
our century. 

Even Mao Zedong, in order to secure 
national support before grabbing power, 
had to masquerade as a democrat in the 
May Fourth tradition. The Maoist prom- 
ise was promptly and cruelly betrayed, 
but the dream always remained fiercely 
alive—witness the demonstrations of April 
5,1976 on Tiananmen Square, denouncing 
Mao’s tyranny shortly before his death, 
and then the heroic “Peking Spring” of 
1979, with its “Democracy Wall" and its 
martyrs (Wei Jingsheng and many others 
who were swallowed into the Chinese Gu- 
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lag, never to be heard of again). 

Forty years ago, the Maoist regime de- 
stroyed the old heart of Peking to make 
room for a huge, flat desert of bitumen 
in front of the Imperial Palace. The idea 
was to create a gigantic stage that could 
accommodate the State liturgies and rit- 
ual ceremonies in which the masses are 
mobilized to celebrate the cult of the Su- 
preme Leader. Now, by an ironic paradox, 
the very space that had been planned for 
the ultimate atomization of the hapless 
subjects and for the greatest glory of the 
Despot, has been used in a way which de- 
feats magnificently its original purpose. 

Never before was direct democracy af- 
forded an opportunity to be displayed on 
such a scale. In antiquity, whenever the 
need arose, all the Athenians could eas- 
ily assemble on the Agora, for Athens was 
merely a big village; but in our age, where 
else in the world would it be possible for 
one million citizens to converge all at once 
to the heart of their capital city, and there, 
for days and weeks, to rely on their sheer 
numbers to defy martial law? 

That such an enormous crowd could 
gather spontaneously and peacefully for 
so long, and could demonstrate with so 
much restraint, is nothing short of mirac- 
ulous. By contrast, the incapacity of the 
government to handle what were essen- 
tially sensible and moderate requests (to 
fight corruption, to implement some basic 
constitutional rights, freedom of speech 
and freedom of the press, and simply enter 
into a dialogue with the demonstrators) 
appears all the more brutally obtuse. 

As history has repeatedly shown, what 
a revolution requires in order to succeed 
is not necessarily great intelligence on 
the revolutionary side, but sufficient stu- 
pidity on the side of the government. In 
this respect, the communist leaders have 
displayed more stubborn blindness and 
ineptitude than would be needed to en- 
sure the victory of 10 revolutions—they 


have sealed their fate. Yet, how could one 

have expected anything else from noto- 
rious Stalinist bureaucrats such as Deng 

Xiaoping and Li Peng? For them, “the 

masses” have always been, by very defi- 
nition, mute and monotonous lines of su- 
pernumeraries and walk-ons that can be 

moved and shifted from one corner of the 

stage to the other, as a sort of human back- 
drop, at the whims of the commissars. 
That “the masses” should now speak on 

their own initiative is more than shocking 

and scandalous—it is downright aberrant. 
How would a ventriloquist feel, should his 

dummy suddenly address him? 

Aneminent Polish intellectual observed 
some time ago that the worst nightmare of 
all communist leaders is that, one day, the 
Western world might come to perceive the 
extraordinary hollowness and fragility of 
these monolithic repressive regimes. Ac- 
tually, I do not think they need ever have 
such nightmares; not that their bankrupt 
systems are not fragile—their brittleness is 
extreme—but simply that, whenever their 
utter vulnerability is exposed to us, in all 
its nakedness, we modestly avert our eyes 
to spare them any embarrassment. 

Many of our democratic statesmen, 
instead of being touched by the Chinese 
people’s ardent plea for democracy, seem 
mostly worried at the idea that one billion 
people might be cast adrift, free from the 
rigid safety of their totalitarian fetters. 
Except for a few empty words of sympa- 
thy, I am afraid the Chinese democrats 
will not find much support in a Western 
world that, in the end, is probably more 
interested in resuming business-as-usual 
with their masters. 

The Chinese democrats may be on 
their own, but they are many, and they 
have made a giant step from which there 
can be no return. The political transfor- 
mation, thanks to them, is already much 
more advanced in China than in the Soviet 
Union—and this is why Mikhail Gorbach- 
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ev’s glasnost quickly found its limits when 
it had to report the Chinese demonstra- 
tions: such a sight might have given dan- 
gerous ideas to the Soviet public! 

In the Soviet Union, the political re- 
forms are being initiated from the top, 
and thus they can be called off at any time. 
In China, the demand comes from the 
people, and this generates an irrepress- 
ible force for change. Shortly after the 
- death of Mao, a leading Soviet dissent- 

er characterized very aptly the Chinese 
political advance: The great misfortune 
of the Soviet Union, he said, was that it 
had won the war, whereas the good for- 
tune of China was that it lost the *Cul- 
tural Revolution.” 

Its victory over Nazi Germany vested 
Stalinist Russia with a self-righteousness 
and complacency that precluded for a long 
time any idea of reform and comforted the 
regime in its worst errors. In China, on 
the contrary, the horrifying catastrophe 
of the “Cultural Revolution” brought ir- 
reparable discredit upon the communist 
regime; it demonstrated its political and 
moral bankruptcy, and simultaneously 
created a new breed of citizens, bold and 
aggressive—a people whom the leaders 
would never again be able to coerce into 
blind obedience. | 

I am glad I am not a “China Watcher” 
nor a ^Pekinologist." To have to speculate 
on the respective policies and personali- 
ties of Deng and Li, or of Hu Yaobang (rest 
in peace!) and Zhao Ziyang seems a singu- 

"larly vacuous and sterile exercise. Merely 
two points should be noted: 


& The hatred for the government is 


such that, in the eyes of the people, who- 
ever is in disgrace must be a hero, and 
whoever is in power must be a scoundrel 
(which naturally entails the possibility for 
the same person to be in short succession 
a scoundrel, a hero, and then a scoundrel 
again, following the vicissitudes of his po- 
litical career). 

& The immediate outcome of the 
struggle between the Party leaders and 
the people can only benefit the military, 
and more specially, the security organs. 

The latter development, needless to 
say, would be ominous. In the long term, 
however, it will be proved utterly ineffec- 
tual and irrelevant. A police state cannot 
anymore hope to tackle the real issue of 
China, it will merely ensure that next—and 
unavoidable—explosion of popular discon- 
tent will be violent. 

The heart of the crisis, I believe, is 
that the Chinese communist regime is 
actually dead—and has been dead for 
several years already. Yet it might still 
take a while before it is finally buried. 
When Qin Shihuang, the founder of the 
first Chinese empire, died during a voy- 
age in the provinces in 210 BC, the mem- 
bers of his entourage were so afraid that 
the empire might immediately disinte- 
grate that they did not dare disclose the 
news of his death. Business was carried 
on as usual; but as it was summer, they 
loaded a cargo of rotting fish in the im- 
perial chariot, to cover up the smell of 
the decaying body. 

What amount of smelly luggage will be 
needed now to enable Chinese commu- 
nism to continue much further on its aim- 
less journey? | 
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travellers' T A LE S. 


What to Give the People 
Who Make Everything 


FRANK TATU, a resident of Washington, 
DC, writes that the American Society for 
Engineering Education hit a snag when or- 
ganizing their recent Beijing confab: What 
keepsake to give the Chinese guests? Every 
item in the catalogue of conference knick- 
knacks was stamped “Made in China.” 


Koizumi’s Koan 


SHUJI TAURA reports from Japan on the 

progress of government obscurantism. 
Last month Prime Minister Junichiro Koi- 
zumi was asked for the definition of the 

non-battlefield area where the law allows 

the Japanese Self-Defense Forces to oper- 
ate in Iraq. Mr. Koizumi replied, “The area 

where the Self-Defense Forces operate is 

the non-battlefield.” 


Back to the Third World 


BOB HOWLETT was no doubt on the receiv- 
ing end of a fair amount of whinging when 
he was a press czar at Hong Kong’s Gov- 
ernment Information Department. Now 
retired to dear old England, Bob’s getting 
his own back. | 

Newly arrived expats mutter about hav- 
ing to be fingerprinted for an identification 
card in Hong Kong, but at least there's a 
law to protect private information. In the 
U.K., *a battle rages over introducing ID 
cards, but within days of having an address, 
every business and government agency 
I have dealt with can give me my name 
and other details after I supply merely my 
street number. Orwell or what?" 

Come back, Bob, we need more of you 
civil libertarians in Hong Kong. 


Contributions to Travellers? Tales can be 


emailed to tales@feer.com 
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